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PRESCRIPTION  DRUG  COSTS:  WHAT  DRIVES 

INCREASES? 


TUESDAY,  JULY  18,  2000 

U.S.  Senate, 

Committee  on  Health,  Education,  Labor,  and  Pensions, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  2:12  p.m.,  in  room 
SD-430,  Dirksen  Senate  Office  Building,  Hon.  James  M.  Jeffords 
(chairman  of  the  committee)  presiding. 

Present:  Senators  Jeffords,  Collins,  Kennedy,  Wellstone,  and 
Reed. 

Opening  Statement  of  Senator  Jeffords 

The  Chairman.  Good  afternoon.  Welcome  the  HELP  Committee's 
hearing  on  "Prescription  Drug  Costs:  What  Drives  Increases?" 

By  now,  it  is  clear  that  access  to  prescription  drugs  is  one  of  the 
most  pressing  health  care  matters  before  Congress.  Prescription 
drugs  comprise  the  most  important  health  service  not  covered  by 
the  Medicare  program.  Medicare  currently  reimburses  hospitals  for 
surgery  but  does  not  provide  coverage  for  drugs  that  might  prevent 
surgery. 

We  must  remember,  however,  that  access  to  these  medications  is 
an  issue  for  all  Americans,  not  just  senior  citizens. 

Prescription  drugs  are  now  a  fundamental  element  of  modem 
health  care.  In  the  21st  century,  more  and  more  diseases  and  ill- 
nesses can  be  prevented  or  controlled  through  the  simple  use  of  a 
pill.  In  the  past,  the  illnesses  would  have  resulted  in  extended  hos- 
pitalization, invasive  treatment,  or  even  death. 

This  reduced  need  for  hospitalization  and  extended  life  spans 
have  done  much  to  improve  the  overall  quality  of  life  in  America. 
And  now  that  medical  science  can  begin  to  benefit  from  the  re- 
cently mapped  human  genome,  we  have  high  hopes  that  revolution- 
ary treatments  will  continue  to  be  discovered. 

The  problem  is  that  these  new  breakthrough  therapies  often 
come  at  a  cost  that  is  prohibitively  high  for  most  Americans. 

The  purpose  of  this  hearing  is  to  examine  the  rising  costs  of 
pharmaceuticals  as  a  percentage  of  total  U.S.  health  care  spending. 
Last  month,  this  committee  held  a  hearing  focusing  on  the  prices 
of  prescription  drugs  and  the  questions  of  safety  of  imported  pre- 
scription drugs.  Some  witnesses  at  that  hearing  testified  that  the 
largest  portion  of  these  increases  is  due  to  growing  utilization,  and 
to  the  use  of  newer,  more  effective  treatments.  Today,  we  will  focus 
on  the  elements  of  the  rising  costs  of  pharmaceuticals,  which  have 
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increased  by  about  17  percent  in  1999  as  a  portion  of  each  health 
care  dollar. 

We  will  examine  why  prescription  drug  utilization  is  increasing 
and  how  much  of  the  cost  increase  can  be  attributed  to  newer, 
more  effective  breakthrough  medicines.  We  will  ask  to  what  degree 
these  cost  increases  are  due  to  the  evolution  of  our  health  care  sys- 
tem. Most  importantly,  we  will  ask  how  individusds,  such  as  the 
members  of  an  average,  middle-income  family  in  Vermont,  are  af- 
fected by  these  increases. 

I  want  to  extend  a  special  thanks  to  our  witnesses,  who  have 
traveled  a  great  distance,  and  who  were  all  able  to  adjust  their 
schedules  on  very  short  notice  in  order  to  allow  a  thorough  hearing. 
Because  so  many  of  our  witnesses  have  flights  to  make  this  after- 
noon, I  will  ask  for  strict  adherence  by  Members  and  witnesses  to 
the  5-minute  rule.  All  prepared  statements  will  be  included  in  the 
record,  which  will  remain  open  for  10  days  following  the  hearing. 
I  apologize  that  we  may  have  to  rush  you  a  bit. 

I  look  forward  to  today's  testimony  and  to  a  constructive  inter- 
action with  our  witnesses  as  we  study  the  elements  of  cost  in- 
creases and  consider  how  this  can  help  us  expand  access  to  pre- 
scription drugs. 

Senator  Wellstone? 

Opening  Statement  of  Senator  Wellstone 

Senator  Wellstone.  Mr.  Chairman,  I  think  you  have  said  it  well 
by  way  of  identifying  the  scope  of  the  hearing,  and  I  thank  the  pan- 
elists. Apparently,  we  have  a  vote  coming  up  any  minute,  unless 
I  am  mistaken. 

But  I  want  to  thank  you  all  for  being  here.  I  think  this  is  a  criti- 
cally important  issue  of  American  politics.  Prescription  drug  cost  is 
a  crucial  family  issue.  I  have  worked  on  a  lot  of  legislation,  includ- 
ing some  with  you,  Mr.  Chairman,  and  I  am  intensely  in  interested 
in  this  area.  It  is  very  important  to  the  people  whom  I  represent 
in  Minnesota.  It  is  important  to  consumers  throughout  the  country. 
So  I  think  this  is  an  important  hearing. 

Thank  you. 

The  Chairman.  Thank  you. 

Senator  Wellstone.  Was  I  not  brief? 

The  Chairman.  Yes.  I  think  you  set  your  record.  [Laughter.] 

First,  I  would  like  to  welcome  Dr.  Stanley  S.  Wallack,  executive 
director  of  the  Schneider  Institute  for  Health  Policy  and  a  member 
of  the  faculty  at  Brandeis  University.  From  1987  to  1998,  Dr. 
Wallack  was  chairman  and  chief  executive  officer  of  LifePlans,  a 
long-term  care  risk  management  company.  After  receiving  his 
Ph.D.  in  economics  in  1969,  Dr.  Wallack  taught  at  the  University 
of  Illinois  in  Champaign-Urbana.  He  was  a  Brookings  Institution 
Policy  Fellow  in  1969  and  1970.  Following  that,  he  served  as  dep- 
uty assistant  director  for  health,  income,  assistance  and  veterans* 
affairs  at  the  Congressional  Budget  Office,  and  in  the  Office  of  the 
Assistant  Secretary  for  Planning  and  Evaluation,  Department  of 
Health,  Education  and  Welfare. 

Dr.  Wallack,  we  are  pleased  to  have  you  here  today  and  appre- 
ciate your  expertise. 
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Also  testifying  this  afternoon  will  be  Dr.  Robert  Dubois,  who  is 
the  chief  executive  officer  of  Protocare  Sciences.  Prior  to  Protocare 
Sciences,  Dr.  Dubois  was  co-founder  of  Value  Health  Sciences, 
where  he  was  chief  medical  officer  and  executive  vice  president. 
His  responsibilities  included  clinical  and  scientific  integrity  of  all  of 
its  software  products  and  consulting  services.  Dr.  Dubois  received 
his  B.S.  from  Harvard  College,  his  M.D.  from  The  Johns  Hopkins 
School  of  Medicine,  his  internal  medicine  training  at  Harbor-UCLA 
Medical  Center,  and  his  Ph.D.  in  policy  analysis  from  the  RAND 
Graduate  School.  He  is  board-certified  in  internal  medicine. 

Welcome,  Dr.  Dubois. 

Also  appearing  on  the  first  panel  is  Ms.  Judith  H.  Bellow,  who 
is  executive  vice  president  of  Pharmaceutical  Research  and  Manu- 
facturers of  America,  PHRMA.  At  PHRMA,  she  is  responsible  for 
policy  and  strategic  affairs.  Prior  to  her  role  at  PHRMA,  Ms.  Bello 
was  general  counsel  to  the  U.S.  Trade  Representative  and  a  mem- 
ber of  President  Bush's  Commission  on  Federal  Ethics  Law  Reform. 
She  also  supervised  representation  of  the  United  States  at  GATT 
dispute  settlement  proceedings.  Ms.  Bello  has  served  as  visiting 
lecturer  at  Yale  Law  School  and  adjunct  professor  at  Georgetown 
University  Law  Center  and  has  lectured  at  many  other  law  schools 
and  universities  throughout  the  U.S.  and  around  the  world. 

Thank  you  very  much  for  appearing  today,  Ms.  Bello. 

I  would  also  like  to  welcome  Dr.  John  D.  Golenski,  executive  di- 
rector of  Rx  Health  Value.  In  the  public  sector.  Dr.  Golenski  de- 
signed and  facilitated  the  Medicaid  Prioritization  Project  in  the 
State  of  Oregon  in  1989,  facilitated  the  Governor's  Blue  Ribbon 
Panel  on  Cost  Containment  for  Hawaii  in  1992,  and  worked  with 
the  State  Health  Department  and  the  legislature  of  the  State  of 
Utah.  Dr.  Golenski  is  a  former  Jesuit  priest  who  received  his  doc- 
torate in  human  development  from  Harvard  University  in  1978  and 
did  postdoctoral  studies  in  theology  and  ethics  at  the  Jesuit  School 
of  Theology  in  Berkeley,  CA. 

Dr.  Golenski,  it  is  a  pleasure  to  have  you  with  us  also. 

Dr.  Wallack,  please  proceed. 

STATEMENTS  OF  STANLEY  S.  WALLACE,  EXECUTIVE  DIREC- 
TOR, SCHNEIDER  INSTITUTE  FOR  HEALTH  POLICY,  BRAN- 
DEIS  UNIVERSITY,  WALTHAM,  MA;  DR.  ROBERT  W.  DUBOIS, 
CHIEF  EXECUTIVE  OFFICER,  PROTOCARE  SCIENCES,  SANTA 
MONICA,  CA;  JUDITH  H.  BELLO,  EXECUTIVE  VICE  PRESI- 
DENT FOR  POLICY  AND  STRATEGIC  AFFAIRS,  PHARMA- 
CEUTICAL RESEARCH  AND  MANUFACTURERS  OF  AMERICA, 
WASHINGTON,  DC;  AND  JOHN  D.  GOLENSKI,  ACTING  EXECU- 
TIVE DIRECTOR,  Rx  HEALTH  VALUE,  BERKELEY,  CA 

Mr.  Wallack.  Thank  you,  and  thank  you  for  the  opportunity, 
Senator,  to  speak  before  the  panel  today  to  highlight  some  of  the 
findings  from  an  ongoing  study  that  Brandeis  University  is  doing 
together  with  PCS,  one  of  the  largest  prescription  benefit  managers 
in  the  country. 

I  will  not  read  my  testimony  but  will  speak  to  some  of  the  figures 
that  are  provided  in  the  testimony  

The  Chairman.  Your  entire  testimony  wiU  be  made  part  of  the 
record. 
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Mr.  Wallack.  Thank  you. 

I  am  going  to  highlight  some  of  the  things  and  repeat  to  some 
extent  some  of  the  opening  comments  you  made,  Mr.  Chairman,  to 
start  with. 

Drug  expenditures  are  rising  very  rapidly,  as  you  said.  They  are 
expanding  much  faster  than  the  other  costs  in  the  health  care  sec- 
tor. I  do  not  think  we  should  be  very  surprised,  because  as  you 
said,  many  of  the  new  technologies  and  discoveries  we  are  now 
making  are  being  put  into  a  tablet  form  or  a  pill.  We  used  to  imple- 
ment these  discoveries  in  a  hospital  or  a  physician's  office.  So  we 
are  certainly  seeing  new  technologies  which  really  drive  cost  now 
taking  the  form  of  pharmaceuticals. 

But  costs  are  rising,  and  we  have  to  ask  the  question:  What  is 
the  value?  With  new  pharmaceuticals,  we  really  have  a  new  chemi- 
cal entity  or  a  new  thing  that  is  happening,  so  we  are  forced  to  ask 
what  is  the  value.  And  unfortunately,  as  we  will  be  discussing 
today,  we  don't  really  have  a  very  good  way  of  putting  those  two 
things  in  perspective,  comparing  the  cost  to  the  value. 

The  figures  on  expenditures  are  shown  in  Figure  1. 

Figures  2  and  3  really  speak  to  the  macro  forces  that  are  operat- 
ing and  why  physician  expenditures  are  rising.  Figure  2  points  out 
that  we  are  really  increasing  the  number  of  new  chemical  entities 
that  we  are  approving.  We  have  many  new  discoveries,  and  as  a 
result,  the  supply  side  has  sort  of  driven,  in  economists'  jargon. 

Also  on  the  demand  side,  one  of  the  remarkable  things  we  have 
seen  in  the  last  10  years  is  a  changing  form  of  payment.  We  have 
moved  our  insurance  from  an  indemnity,  high-deductible  policy  to 
a  first-dollar  pa3nnent  or  a  copay.  As  a  result,  a  much  higher  per- 
centage of  our  dollars  is  being  paid  by  a  third  party.  That  is  shown 
in  Figure  3. 

In  this  context,  a  number  of  studies  are  being  done  to  explain 
why  in  fact  we  are  seeing  these  rising  costs.  As  you  mentioned,  we 
often  see  studies  of  the  national  population  of  13  to  17  percent. 
That  includes  both  insured  and  noninsured  people.  When  you  look 
at  insured  populations,  the  numbers  are  higher. 

The  study  that  I  am  going  to  talk  about  today  is  a  little  different 
in  that  it  is  not  looking  at  an  insured  population  but  rather,  look- 
ing at  a  cohort  over  an  extended  period  of  time.  These  are  the  same 
people,  so  what  we  are  watching  is  their  changing  drug  utilization 
pattern  as  well  as  their  changing  use  of  services,  from  nonusers  to 
in  fact  becoming  users. 

Figure  4  points  out  what  happens,  explaining  cost  increases,  be- 
tween the  cost  per  prescription  and  the  number  of  prescriptions 
being  used.  What  this  table  basically  shows  you  is  that  roughly 
equal  amounts  are  attributed  to  cost  per  prescription  and  in  fact 
the  number  of  users. 

Without  going  into  a  great  deal  of  detail,  one  of  the  important 
things,  though,  is  to  separate  the  impact  of  pure  price  inflation 
from  a  changing  mix  of  the  kinds  of  pharmaceuticals  that  were 
used. 

The  analysis  that  we  have  done,  which  looks  at  a  common  mar- 
ket basket  of  drugs  available  in  1996,  is  shown  in  Figure  5.  In  that 
figure,  you  will  see  that  of  the  almost  14  percent  of  annual  growth 
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that  we  have  in  the  common  drugs,  roughly  0.9  percent  was  due 
to  pure  price  inflation. 

So  price  inflation  really  accounts  for  only  about  5  or  6  percent 
of  the  total  increase.  These  are  common  drugs  since  1996.  Our  data 
for  all  drugs  shows  the  increase  at  about  22  percent,  and  when  we 
had  a  cohort  at  age  3  years,  and  you  adjust  for  that,  the  increase 
is  about  19  percent. 

What  we  find  is  that  it  is  not  pure  inflation  that  is  driving  the 
higher  cost  for  prescription  drugs,  but  basically,  moving  into  more 
expensive  drugs  to  do  the  same  treatment.  These  are  the  new  dis- 
coveries that  may  have  left  side  effects  or  that  have  fewer  doses 
per  day. 

Figure  6  gives  you  an  example  of  a  set  of  those  medications  for 
a  specific  class,  like  gastrointestinal,  and  the  use  of  Prilosec  today 
rather  than  perhaps  Tagamet  or  the  generic  there,  Cimetidine. 

We  are  basically  not  moving  to  generics,  and  what  we  are  con- 
stantly doing  is  updating  the  medicine  cabinet  because  of  all  these 
new  discoveries.  And  new  drugs  are  terribly  important  because  of 
the  way  medicine  is  practiced  today. 

When  you  turn  to  the  figures  on  utilization — and  I  will  skip  now 
to  Figure  9 — ^you  see  that  utilization  is  growing  as  well.  That  ac- 
counts for  about  half  the  total  increase.  When  we  look  at  that  num- 
ber and  ask  why  is  it  growing,  first  of  all,  to  point  out  that  it  is 
really  growing  fastest  among  the  elderly.  The  reason  for  that  is 
fairly  straightforward  and  is  pointed  out  in  the  tables  beyond 
that — we  are  using  drugs  for  more  therapeutic  classes.  So  individ- 
uals may  use  a  drug  for  pain,  they  may  use  it  for  hypertension.  We 
are  using  drugs  for  more  therapeutic  classes. 

We  are  also  using  drugs  earlier,  as  you  mentioned,  in  terms  of 
prevention.  Many  of  us,  starting  in  our  forties  and  fifties,  are  start- 
ing to  use  drugs  for  cholesterol  and  hypertension.  So  we  are  bring- 
ing on  more  users;  people  are  using  more  drugs  in  every  class,  and 
we  are  using  more  classes.  The  end  result  for  the  elderly  is  very 
high  cost,  because  in  fact  all  three  are  occurring  for  them. 

Jumping  to  Figure  11,  what  this  points  out  is  that  many  of  the 
newer  drugs  that  we  are  using  and  specific  drugs  that  are  increas- 
ing the  fastest  are  in  fact  chronic  drugs,  drugs  that  we  will  take 
over  our  lifetimes — drugs  like  Lipitor  for  cholesterol-lowering,  and 
a  variety  of  other  medicines. 

So  as  we  develop  and  get  on  to  utilization,  we  are  developing 
drugs  that  we  use  chronically  for  a  long  period  of  time.  What  we 
are  doing  is  simply  using  more  chronic  drugs  and  a  higher  number 
of  them. 

These  factors  of  cost  and  utilization — I  am  going  to  give  an  exam- 
ple of  one  class  of  illness,  and  I  think  Dr.  Dubois  is  going  to  do 
other  classes,  and  describe  what  goes  on  within  a  class. 

In  the  gastrointestinal  class,  some  of  the  drugs  that  are  increas- 
ing the  fastest,  like  Prilosec,  are  for  the  treatment  of  stomach  prob- 
lems and  heartburn.  What  we  see  when  we  look  at  that,  first  of  all, 
is  that  these  new  drugs  are  much  more  expensive.  They  are  two 
or  three  times  the  price  of  the  generic. 

What  we  also  see  as  we  look  at  Figure  12  is  that  when  we  look 
at  people  who  are  using  these  new  drugs,  they  are  new  users.  They 
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were  not  using  drugs  previously,  and  perhaps  because  of  fewer  side 
effects,  physicians  are  putting  them  on  faster. 

We  also  see  people  substituting  from  the  old,  less  expensive 
drugs  to  newer  drugs,  and  we  see  people  using  both  sets  of  drugs. 

Figure  13  points  out  another  interesting  thing.  Here  is  the  case 
of  a  drug  which  was  initially  approved  for  relatively  short  usage, 
what  was  called  a  bridge  therapy.  It  ends  up  that  this  drug — ^and 
as  we  find  out  more  about  these  drugs — is  starting  to  be  used  much 
more  for  chronic  illness.  People  are  not  using  them  for  12  weeks, 
but  are  using  them  for  6  months,  a  year,  and  longer. 

So  what  we  see  is  more  drugs  being  used  on  a  chronic  use  basis. 

With  today's  panel,  you  will  learn,  and  hopefully,  from  some  of 
the  other  studies  that  are  coming  out  by  other  groups  looking  at 
an  insured  population,  you  can  look  at  the  components  and  under- 
stand what  has  been  happening,  what  has  been  driving  the  price 
side  and  the  quantity  side. 

I  would  like  to  end  my  testimony  by  making  a  plea  or  a  request, 
and  it  is  not  so  self-serving;  it  is  a  request  to  really  increase  the 
amount  of  research  that  is  ongoing.  You  are  going  to  be  faced  with 
so  many  issues.  As  drug  costs  go  up  by  15  to  20  percent  a  year, 
what  drugs  to  put  over-the-counter;  what  about  how  long  a  drug 
should  stay  on  patent;  what  about  the  benefit  design.  We  can  go 
on  and  on,  as  Senator  Wellstone  said,  with  the  numerous  questions 
that  you  are  going  to  be  confronted  with. 

We  can  help  explain  what  is  going  on  now,  but  in  order  to  help 
you  understand  the  policy  implications  of  your  decisions,  we  need 
to  do  an  awful  lot  more  in  the  way  of  research.  I  know  this  commit- 
tee has  supported  the  Agency  for  Health  Care  Research  and  Qual- 
ity. I  would  just  say  that  they  are  doing  a  little  bit,  and  they  need 
to  do  a  lot  more. 

I  would  end  by  going  to  the  point  of  value.  I  think  now  about  how 
much  we  have  to  learn.  As  we  see  these  new  drugs  come  on,  and 
we  understand  that  physicians  will  want  to  use  the  best  possible 
drug  out  there,  what  are  we  as  consumers — and  it  really  is  as  a 
consumer — ^getting  from  spending  more  money? 

The  analogy  I  used  in  my  testimony  was  what  goes  on  with  drug 
companies  today.  We  now  hear  that  drug  companies  are  spending 
more  on  marketing  and  sales  than  they  are  on  their  research.  As 
I  take  the  parallel  to  NIH  and  NIH  developing  an  awful  lot  in 
terms  of  new  drugs,  we  are  not  helping  the  public  understand  the 
value;  we  are  not  helping  them  understand  what  we  are  getting  for 
those  drugs.  I  think  that  if  we  spend  just  a  few  cents  of  every  dol- 
lar that  we  spend  at  NIH  on  understanding  the  value  of  the  drugs, 
we  can  do  an  awful  lot  to  help  the  decision  making  of  this  commit- 
tee and  the  whole  population. 

Today  we  are  faced  with  a  situation  where  most  of  the  research 
on  value  is  being  provided  to  us  by  manufacturers  of  pharma- 
ceuticals. We  need  to  move  somewhere  else,  and  I  think  that  you 
have  to  help  us  do  that.  Thank  you. 

The  Chairman.  Thank  you  for  an  excellent  statement. 

[The  prepared  statement  of  Mr.  Wallack  follows:] 
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Stanley  S.  Wallacic,  Ph.  D. 
Executive  Director 
Brandeis  Univereit>- 
Schneider  Institute  for  Health  Policy 

FACTORS  DRIVING  PRESCRIPTION  DRUG  EXPENDITURE  INCREASES* 

Thank  you"  for  the  opportunity  to  testify  today  on  what  is  driving  pharmaceutical  expenditures 
and  our  current  research  on  this  topic.  My  name  is  Stanley  Wallack  and  1  am  a  Professor  at  the 
Heller  Graduate  School  at  Brandeis  University  and  the  Executive  Director  of  the  Schneider 
Institute  for  Health  Policy. 

Background 

Pharmaceutical  expenditures  are  going  up  faster  than  expenditures  in  other  health  sectors.  As 
shown  in  Figure  1  of  my  testimony,  pharmaceutical  expenditures  in  the  past  few  years  have  been 
increasing  at  twice  the  rate  of  all  other  health  expenditures.  The  increasing  costs  and  proportion 
of  our  health  dollar  devoted  to  pharmaceuticals  should  not  be  surprising  given  the  rapid  advances 
in  sciences  and  increased  ^proval  of  new  pharmaceuticals.  Figure  2  depicts  how  the  rate  of  new 
medication  approvals  by  the  FDA  has  increased  over  the  past  twenty  years,  almost  tripling  on  an 
annual  basis.  .-i-.  ^ 

Many  of  vis  that  have  studied  the  pattern  of  health  care  cost  increases  that  have  occurred  over  the 
past  twenty  or  thirty  years  have  identified  technological  advances  as  the  major  contributor  to 
higher  expenditures.  Whereas  these  advances  in  medicine  were  applied  in  a  hospital  and 
physician's  ofiBce  in  the  past  and,  thereby  contributed  to  the  rapid  escalation  in  these  sector's 
expenditures,  today  they  are  being  incorporated  in  tablet  and  capsule  forms.  The  end  result  being 
higher  pharmaceutical  expenditures. 

The  adoption  and  use  of  technologies  in  health  care  has  been  facilitated  by  the  level  of  insurance 
coverage.  In  the  1990's,  private  insiirance  payments  for  medications  grew  r^idly,  reducing  out 
of  pocket  payments.  This  trend,  depicted  in  Figure  3,  resulted  from  the  movement  of  individuals 
into  managed  care  plans  that  had  low  co-pays  and  away  from  indemnity  plans  with  high 
deductibles  and  co-insurance. 

However,  the  critical  concern  of  policy  makers  should  not  be  increased  pharmaceutical 
expenditures,  but  rather  how  do  the  additional  costs  and  benefits  compare.  The  medications 
developed  over  the  past  thirty  years  have  provided  us  with  the  ability  to  treat  and  prevent  health 
problems.  These  are  clear  benefits.  However,  in  the  current  FDA  approval  process,  we  do  not 
gain  information  on  how  new  medications  in  a  class  outperform  existing  ones. 
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Studies  on  Pharmaceutical  Expenditure  Trends 

A  number  of  studies  have  been  published  over  the  last  few  months  on  the  increase  in  prescription 
costs.  National  studies  of  increases  in  per  capita  costs  have  been  about  15%  in  recent  years.  In 
terms  of  the  entire  U.S.  population,  the  use  of  pharmaceuticals  by  the  insured  and  non  insured  are 
lumped  together.  The  best  studies  explaining  current  expenditures  on  a  per  member  basis  are  the 
studies  done  by  Prescription  Benefit  Managers  (PBM's)  using  their  own  experience.  These 
studies  only  include  those  individuals  that  have  insurance  cover^e  for  medications.  The  three 
largest  PBM's  are  Merck-Medco,  Express  Scripts  and  PCS.  Merck-Medco  recently  reported  that 
their  average  cost  per  member  went  up  at  an  average  aimual  rate  of  20.6%  over  the  1995-1999 
period.  Express  Scripts  reported  a  smaller  annual  increase  of  i  5.7%  over  the  same  period. 

The  Schneider  Institute  has  been  working  with  PCS  to  analyze  their  experience.  Because  ^ve 
wanted  to  understand  what  was  driving  the  higher  per  capita  costs,  the  Brandeis  approach  was  to 
analyze  pharmaceutical  expenditure  for  the  same  population  over  time.  Often  increases  in  cost 
per  member  can  be  related  to  a  changing  composition  of  the  population,  for  example  changes  in 
health  status,  sex  or  age.  By  looking  at  the  same  individuals  over  time,  we  are  able  to  see  how 
individual  drug  use  patterns  have  changed  as  well  as  how  many  of  individuals  started  to  use 
medications.  By  measuring  the  changing  mix  of  drugs,  we  are  able  to  distinguish  between  pure 
price  inflation  from  a  change  in  the  mix  of  pharmaceuticals  used.  For  this  study  we  had  a 
continuously  enrolled  group  of  about  1.4  million  individuals  for  the  period  1996-1999. 

Today,  I  will  be  able  to  discuss  only  a  small  part  of  our  findings.  They  are: 

•  The  increase  in  per  c^ita  expenditures  growth  was  about  equally  due  to  the  increased  cost 
per  prescription  and  the  number  of  prescriptions  used. 

•  The  higher  cost  per  prescription  was  the  result  of  moving  to  costlier  medications  and  not  pure 
price  inflation  of  existing  drugs. 

•  The  greatest  growth  in  use  occurred  among  existing  users. 

•  The  greatest  growth  in  the  number  of  prescriptions  per  person  occurred  for  those  over  65. 

•  New  medications  in  certain  classes  are  associated  with  both  new  users  and  more  chronic  use. 


Research  and  testimony  conducted  by  Stanley  S.  Wallack,  Ph.D.  and  Cindy  Parks  Thomas.  Ph.D. 


9 


The  Specific  Findings  of  the  Brandeis  Study 

Total  phannaceutical  expenditures  per  enroUee  can  be  decomposed  a  number  of  ways.  In  order  to 
distinguish  cost  increases  from  utilization  increases,  we  started  with  the  following  decomposition 
of  cost  per  enrollee. 

Cost         =  Cost        X  R?c  

Enrollee  Rx  Enrollees 

Then,  we  decomposed  each  of  these  two  terms  one  more  time,  to  end  up  with  following  four 
factors. 

Cost      =      Cost      X     Davs      X     Rx    X  Users 
Enrollee  Day  Rx  User  Enrollees 

The  two  factor  decomposition  allows  us  to  understand  the  contribution  of  cost  per  prescription 
and  the  number  of  prescriptions.  The  four  factor  decomposition  allows  a  separation  of  cost  per 
prescription  into  the  cost  per  daily  dose  and  days  per  prescription  which  is  more  appropriate 
given  the  trend  towards  fewer  necessary  doses  in  new  medications  and  mail  order.  The  fo\jr 
factor  decomposition  also  allows  a  distinction  between  increased  use  and  the  new  users  of 
medications. 

As  shown  in  Figure  4,  the  ann\ial  average  rate  of  increase  for  this  continuously  enrolled 
population  was  almost  22%.  Since  the  average  age  of  this  population  went  up  by  three  years  an 
adjusted  age  increase  would  be  between  17%  and  19%  ann-aally.  The  contributions  of  cost  and 
use  are  roughly  equally,  accounting  for  about  half  of  the  increase.  Cost  per  day  is  much  more 
important  than  the  shift  towards  mail  order  in  explaining  the  rise  in  cost  per  prescription.  Also, 
while  the  number  of  users  increased  by  about  3%  annually,  the  growth  in  use  among  existing 
users  of  medications  grew  faster.  People  stay  on  medications  and  start  using  new  ones. 

Further  analysis  found  that  the  vast  majority  of  the  increase  in  the  cost  per  day  came  from  a 
change  in  drug  mix,  the  result  of  enrollees  moving  to  more  expensive  drugs,  rather  than  higher 
prices  of  the  same  medications.  Pure  price  increases  need  to  be  measured  for  a  fixed  market 
basket.  When  we  looked  at  the  drugs  that  were  being  prescribed  in  1 996  and  did  a  decomposition 
analysis  that  allowed  cost  per  day  to  be  broken  in  prices  increases  and  case  mix,  we  found  that 
price  accounts  for  only  6%  of  the  total  13.9%  annual  increase.  This  is  depicted  in  Figure  5. 

Individuals  are  being  prescribed  newer  drugs  for  a  given  medical  condition.  Figure  6 
depicts  the  medications  that  have  evolved  for  treating  different  health  problems.  These  drugs  are 
more  expensive,  but  once  again  the  question  is  how  much  better  are  they  for  treating  a  specific 
problem.  These  drugs  are  brand  as  opposed  to  generics  and  subsequently  have  a  higher  cost 
attached  to  them.  It  appears  that  because  of  the  continuous  development  of  new  pharmaceuticals 
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that  we  are  not  progressing  as  fast  to  the  use  of  generics.  Data  from  IMS  shown  in  Figure  7 
supports  this  view.  Whereas  generics  accounted  for  about  one  half  of  prescriptions  over  the 
1996-1999  period,  they  contribution  to  total  expenditures  fell  from  about  19%  to  16%.  Finally, 
Figure  8  points  out  how  the  avenge  price  per  dose  of  drugs  for  hypertension  medications 
depends  upon  how  long  they  have  been  in  existence.  The  longer  time  period  allows  for  the 
greater  use  of  generics.  For  the  most  recent  class  of  hypertension  medications,  Angioteiision 
Receptor  Antagonists  (ARBs),  there  are  no  available  generics,  which  results  in  a  higher  average 
price. 

We  also  looked  at  the  distribution  of  utilization  growth  among  our  study  population.  Our 
research  shows  that  over  time  in  our  defined  population,  more  people  are  using  at  least  one 
medication,  and  for  those  people  using  medications,  more  prescriptions  are  used.  Growth  in  the 
proportion  of  people  using  prescription  medications  (people  taking  prescription  medications  for 
the  fu^  time)  is  greatest  for  the  45-65  year  old  group.  In  terms  of  number  of  medications  per 
person,  growth  has  been  the  greatest  for  the  over  65  age  group  (Figure  9). 

Enrollees  are  also  using  medications  across  a  wider  range  of  diagnostic  categories.  Figure  10 
indicates  that  the  average  number  of  therapeutic  classes  per  user  increased  from  3.3  to  3.7,  an 
increase  of  12  percent  over  three  years.  This  means,  for  instance,  that  not  only  is  an  individual 
likely  to  take  more  medications  to  treat  his  or  her  heart  disease,  but  that  person  has  now  added  a 
medication  for  arthritis  or  stomach  problems. 

What  are  tlie  new  medications  that  are  driving  overall  utilization  and  expenditures?  Figure  1 1 
shows  that  nearly  all  of  the  top  ten  medications  in  terms  of  total  expenditure  growth  are  for 
treatment  of  chronic  disease  (often  for  treating  risk  factors),  and  many  are  new  since  1995.  In 
terms  of  utilization,  generic  medications  have  grown  considerably,  while  still  not  major  drivers 
of  cost  growth. 

Our  study  also  looked  at  various  disease  categories  to  examine  reasons  for  the  growth  of  several 
medication  classes  that  have  experienced  rapid  expenditure  growth.  The  market  dynamics  for 
each  disease  category  are  considerably  different,  depending  upon  changes  in  disease  treatment 
protocols  over  time,  changing  thresholds  for  treatment,  and  introduction  of  new  medications. 
Figures  12  and  13  show  one  example  of  a  class  of  medications  to  treat  gastrointestinal  disease. 
In  the  early  1990's,  the  proton  pump  inhibitors  (PPIs)  (Prilosec  and  Prevacid)  were  introduced 
for  treatment  of  ulcer  disease  and  reflux  (GERD).  They  were  considered  more  effective  for 
reflux  and  ulcer  disease  than  were  the  very  popular  H2  receptor  antagonists  such  as  Tagamet  or 
Zantac  (whose  patents  have  since  expired  and  have  moved  in  lower  doses  to  OTC  status). 

The  introduction  of  the  PPIs  was  an  important  advance  for  those  people  for  whom  H2  receptor 
antagonists  were  ineffective.  Our  research  shows,  however,  that  PPIs  did  not  only  substitute  for 
older  drugs,  but  also  added  to  the  size  of  the  population  being  treated  for  these  conditions. 
Figure  12  indicates  that  over  half  of  the  PPI  users  in  1999  had  no  prior  use  of  prescription 
medications  in  1998  or  1999.  New  users  may  have  been  either  recently  diagnosed,  had  disease 
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that  increased  in  severity  during  the  year,  or  may  have  been  previously  using  OTC  medications. 
In  a  study  v^e  conducted  examining  antiarthritis  medications,  we  found  a  similar  pattern:  as 
newly  ^proved  and  expensive  Cox-2  medications  were  introduced,  the  overall  proportion  of  the 
poOpulation  receiving  prescription  medications  for  arthritis  also  increased. 

Finally,  Figxire  1 3  indicates  how  therapy  can  evolve  from  originally  intended  use  to  additional 
modes  of  treatment.  Originally  intended  for  up  to  12  weeks  of  therapy  for  temporary  use,  the 
PPIs  are  now  being  used  to  treat  GERD  and  ulcer  disease  on  a  chronic  basis.  For  our  population, 
a  third  of  episodes  of  use  in  1999  are  over  three  months  long,  and  nearly  20  percent  of  PPI  use  is 
for  over  one  year. 

Conclusions 

Pharmaceuticals  will  undoubtedly  continue  to  play  a  bigger  and  bigger  role  in  the  treatment  and 
prevention  of  disease.  A  number  of  policy  issues  will  confront  this  committee,  including  what  is 
the  best  way  to  finance  and  manage  medication  use.  Unfortunately,  there  has  very  little  research 
conducted  to  date  to  help  in  your  deliberations. 

Recent  studies  including  ours  have  identified  the  drivers  of  increased  pharmaceutical 
expenditxires.  Having  identified  how  it  has  happened,  we  now  need  to  achieve  a  better 
understanding  of  why  and  so  what,  or  the  appropriateness  of  the  higher  expenditures.  Health 
services  researchers  have  developed  the  necessary  methodologies  and  techniques.  A  major 
obstacle  is  the  lack  of  public  funding;  almost  all  the  studies  are  being  conducted  by  the 
pharmaceutical  companies.  The  Agency  for  Healthcare  Research  and  Quality  (AHRQ)  is  doing  a 
limited  amount  of  studies  on  the  effectiveness  of  specific  technologies.  More  support  of  studies 
on  individual  and  provider  behavior  and  market  studies  needs  to  occur.  To  do  so,  additional 
federal  funding  for  this  AHRQ  is  needed. 

But  to  get  at  the  most  important  question  of  so  what  or  the  value  question,  a  great  deal  of  public 
fimding  will  be  needed.  Today,  we  hear  the  pharmaceutical  companies  spend  more  on 
distribution,  selling  and  advertising,  than  on  research.  While  this  country  spends  billions  of 
dollars  through  NIH  on  the  research  that  leads  to  drug  development,  it  does  very  little  to  assess 
the  added  value  or  how  the  research  findings  are  translated  into  medical  practice  or  used  by 
physicians.  If  only  a  few  cents  of  every  dollar  spent  by  NIH  was  used  to  assess  the  added  value 
and  costs  of  new  discoveries,  we  could  provide  insight  as  to  who  benefits  and  how  public  funds 
should  be  allocated. 
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Figure  1 

U.S.  Pharmaceutical  and  Health  Expenditure 
Growth,  1991  - 1998 
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Figure  2 

Medications  are  Being  Approved  at  an 
Increasing  Rate 
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Figure  3 

Insurance  Pays  for  a  Higher  Proportion  of 
Prescription  Drug  Spending 


Percentage  of  U.S.  Drug  Cost  by  Funding  Source 
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Figure  4 

Expenditure  Growth  is  Due  to  Both  Price  and 
Changing  Use  of  Medications 


1996 

1999 

%  Change 

Actual 

Actual 

Annual 

Cost/ 

$1.07 

$135 

8.1% 

28.74 

2.7% 

26.55 

16.67 

Users  Z^^"* 

13.65 

Enrollees 

Interaction 

U3 

1.5% 

Cost/  $240  $435  21.9% 

Note:  F^giMf^fll^e^usted  foPAifirof  PMPY 
Cohort 
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Figure  6 

Innovation  is  More  Expensive  than 
Predecessor  Therapy 

 Price  per  Day  of  Therapy   


Therapeutic       Predecessor  New  Therapy 

Class 


Gastrointestinal 

cimetidine 

$0.80 

Prilosec 

$4.04 

Depression 

amitriptyline 

$0.17 

Prozac 

$3.07 

High  Cholesterol 

gemfibrizol 

$1.04 

Lipitor 

$1.80 

Chronic  Pain 

NSATOs 

$1.20 

Celebrex 

$2.68 

Allergy 

chlorpheniramine 

$0.96 

Claritin 

$2.09 

Source:  IMS  America,  National  Prescription  Audit  Plus,  Basic  Data  Report,  Apr-Jun  1999 
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Figure  7  Coverage 


Source:  IMS  Heahfa.  Aprfl  2000;  data  repiesent  entire  VS.  market,  inchiding  retail,  mail,  and  provider 
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Figure  8 

Pricing  of  New  Medications  within  a  Treatment  Category  is 
Increasingly  Higher 
Average  Daily  Dose  Price  for  Antihypertensives  in  1999 
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Figure  9 

Prescription  Growth  Highest  for  the  Elderly 


7/0O 
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65-726  -  00  -  2 
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Figure  10 
Enrollees  are  Using  Medications  for 
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Figure  11 

Medications  with  Higliest  Growth  in  Absolute 
Numbers,  1996-1999 

Top  10  in  Total  Expenditures  -    Top  10  in  Total  Utilization  - 


20%  of  Expend,  growth 
Lipitor 
Prilosec 
Prevacid 
Zocor 
Pravachol 
Claritin 
Rezulin 
Glucophage 
Celebrex 
Norvasc 


25%  of  Util.  growth 

Lipitor 

Albuterol  (Generic) 
Prilosec 

Atenolol  (Generic) 
Zestril 
PrempTO 

Furosendde  (Generic) 
Ranitidine  (Generic) 
Claritin 
Synthroid 


*A1I  are  chnmic  disease  medicatioas,  most  are  new  since  1994.  Many  are  risk  factor  medications. 
Generics  are  important  for  utilization  growth,  not  spending  growth. 
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Figure  12 

Who  Are  the  Users  of  New  PPI  Medications  for 
Gastrointestiiial  ftrpWems?  
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Figure  13 

Use  of  New  GI  Medications  (PPIs)  is  Often  Chronic 


Duration  of  Episodes  of  Proton  Pump  Inhibitor  (PPI) 
Use  In  1998-99 
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The  Chairman.  Dr.  Dubois. 

Dr.  Dubois.  Thank  you  for  inviting  me  to  testify  on  the  impor- 
tant issue  of  drug  spending. 

I  am  Robert  Dubois,  a  physician  and  CEO  of  Protocare  Sciences, 
a  research  group  specializing  in  health  care  analysis. 

The  cost  of  prescription  drugs  has  grown  significantly,  but  cost 
or  spending  increases  are  not  the  same  as  price  increases.  This 
critical  distinction  is  often  muddied  in  reports  about  drug  spending. 
Sound  policy  decisions  require  solid  information,  and  wrong  meth- 
ods can  lead  to  wrong  conclusions. 

I  applaud  you  for  this  hearing  and  appreciate  your  patience  as 
I  describe  what  our  study  found  and  why  we  analyzed  the  data  in 
the  way  that  we  did. 

Our  studies  show  that  the  driving  force  behind  rising  drug  ex- 
penditures is  growth  in  use  of  drugs,  not  price  increases.  More  pa- 
tients are  receiving  more  drugs.  In  most  cases,  this  is  good  news, 
not  bad  news.  Growth  in  volume  results  from  more  patients  getting 
therapy,  new  scientific  knowledge,  or  better  ways  for  us  to  diagnose 
and  treat  illnesses  and  better  medical  practice,  or  getting  as  close 
as  we  can  to  evidence-based  medicine. 

The  MEDSTAT  Group  and  my  organization,  Protocare  Sciences, 
reviewed  the  experiences  of  over  2  million  people.  We  estimated 
changes  in  drug  expenditures  and  broke  them  down  into  compo- 
nent categories — ^price  inflation,  the  net  effect  of  shifts  to  more  ex- 
pensive drugs,  the  number  of  patients  being  treated,  and  the  num- 
ber of  days  under  treatment. 

If  I  could  have  the  first  of  the  two  slides,  please. 

Our  study  found  that  drug  spending  grew  significantly  over  the 
3-year  period  of  observation.  Increased  volume  of  prescriptions,  not 
price — ^the  red  bars  versus  the  yellow  bars — played  the  dominant 
role.  On  average,  the  influence  or  volume,  or  the  red  bars,  out- 
weighed price  by  about  five  to  one. 

What,  then,  is  driving  the  increased  volume?  First,  we  have  an 
aging  population  being  diagnosed  with  more  chronic  illnesses.  Sec- 
ond, health  plans  are  being  held  more  accountable  to  find  more  pa- 
tients, to  diagnose  more  patients,  and  to  treat  more  of  those  pa- 
tients. Third,  practice  guidelines  for  many  diseases  now  dictate 
multiple  drugs  to  be  used  for  a  patient  and  drugs  to  be  used  for 
a  more  chronic  basis  than  ever  before. 

So  it  is  not  surprising  that  as  we  diagnose  and  treat  more  ill- 
nesses and  treat  those  illnesses  more  intensively,  we  will  use  more 
drugs. 

Asthma  illustrates  these  points.  In  our  study,  spending  on  asth- 
ma drugs  nearly  doubled  from  1995  to  1998.  Price  rose  about  12 
percent  of  that,  and  the  other  88  percent  was  volume. 

What  drove  the  volume  growth  was  more  patients  being  treat- 
ed— ^the  bar  on  the  right — and  more  intensive  treatment  or  more 
prescriptions  per  patient. 

Going  beyond  the  numbers,  the  1997  NHLBI  guidelines  empha- 
sized the  clinical  importance  of  inhaled  steroids  as  a  key  treatment 
of  asthma.  Since  that  time,  PBMs  and  health  plans  have  focused 
attention  on  doctors  and  patients  who  need  to  use  that  medication, 
not  just  during  acute  flare-ups  but  chronically  throughout  the  year. 
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Greater  awareness  of  the  role  of  this  and  other  drugs  increases  the 
amount  of  medication  use  and  spending. 

But  while  spending  on  asthma  medications  rose,  emergency  room 
visits  fell  by  7  percent  for  the  asthmatic  patients,  and  hospitaliza- 
tions fell  by  22  percent. 

This  finding  of  increased  drug  spending  and  reductions  in  hos- 
pitahzations  is  not  unique  to  asthma.  If  you  go  back  10  years,  it 
was  very  common  to  be  admitted  to  the  hospital  with  peptic  ulcer 
disease  or  with  depression.  With  the  advent  of  new  medications 
and  more  wide  use  of  stronger  medications,  those  have  fallen  by  90 
percent.  It  is  very  uncommon  now  to  have  surgery  for  peptic  ulcer 
disease. 

Since  greater  use  is  the  key  factor,  we  need  to  ask  importantly 
the  next  question,  which  is  if  that  growth  in  use  is  always  bene- 
ficial. For  some  patients,  the  growth  in  use  may  yield  only  modest 
benefits.  For  many  patients,  however,  practice  guidelines  show  that 
more  is  better,  especially  for  diseases  like  diabetes,  asthma,  and 
high  cholesterol. 

Answering  the  question  about  growth  in  use  another  way,  as  a 
physician,  I  know  that  it  is  difficult  to  get  our  patients  to  take  their 
medicines  on  a  routine  basis,  even  when  those  medicines  have  tre- 
mendous benefit.  It  is  hard  to  get  people  to  remember  to  take  their 
blood  pressure  medicine  and  their  cholesterol  medicine.  I  believe 
that  very  few  patients  will  continue  to  take  medications  if  they  are 
not  really  helping  them.  Advertising  might  get  them  to  try  a  medi- 
cation, but  they  are  unlikely  to  continue  to  take  the  medicine,  to 
wait  in  line  at  the  drug  store  to  spend  their  money,  if  there  is  no 
real  benefit. 

In  our  study,  the  price  of  newer  drugs  and  price  inflation  on  the 
older  ones  is  not  the  significant  cause  of  increased  drug  spending. 
Greater  use  is  the  key  element.  Reports  that  equate  the  price  of  a 
drug  with  the  overall  spending  ignore  the  key  issue  of  volume.  We 
cannot  reduce  drug  spending  without  reducing  volume,  and  in  my 
opinion,  it  would  be  unwise  in  the  face  of  more  patients  with  dis- 
ease, new  ways  of  treating  those  patients,  and  guidelines  which 
focus  our  attention  there. 

In  many  respects,  it  would  be  a  lot  easier  if  the  issue  were  price. 
Fortunately  or  unfortunately,  that  is  not  the  case.  It  is  volume 
which  makes  our  collective  task  that  much  more  challenging. 

I  am  happy  to  answer  any  questions  or  submit  any  further  infor- 
mation. 

Thank  you. 

The  Chairman.  Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Dubois  follows:] 

Prepared  Statement  of  Robert  W.  Dubois,  M.D.,  Ph.D. 

INTRODUCTION 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Robert  Dubois,  a  physician 
and  the  CEO  for  Protocare  Sciences,  a  research  group  specializing  in  outcomes  as- 

I  sessment,  disease  management,  and  health  care  analysis.  Thank  you  for  the  oppor- 
tunity to  testify  today  on  the  important  issue  of  prescription  drug  expenmture 

1  trends.  Spending  on  prescription  drugs  has  increased  significantly,  but  spending  in- 
creases are  not  the  same  as  price  increases.  The  critical  distinction  between  the  two 
is  often  muddled  in  reports  about  drug,  spending.  Sound  policy  decisions  require 
soUd  information  and  wrong  methods  can  lead  to  wrong  conclusions.  I  applaud  you 
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for  holding  this  hearing  and  appreciate  your  patience  as  I  describe  not  only  what 
our  study  found,  but  also  why  we  analyzed  the  data  in  the  way  that  we  did. 

The  study  I  will  discuss  today  was  pubUshed  in  Health  Alfairs,  a  peer-reviewed 
health  policy  ioumal.  Our  study  showed  that  the  driving  force  behind  rising  drug 
expenditures  is  the  growth  in  use  of  drugs,  not  price  increases.  More  patients  are 
receiving  more  drugs.  In  most  cases,  this  is  good  news,  not  bad.  Increased  volume 
is  being  driven  by  more  patients  getting  therapy,  new  scientific  knowledge,  and  bet- 
ter medical  practice. 

STUDY  METHODOLOGY  AND  FINDINGS 

The  MEDSTAT  Group  and  my  organization,  Protocare  Sciences,  reviewed  large 
managed  care  and  major  employer-sponsored  health  benefit  plans  nationwide,  cover- 
ing over  2  million  lives.  We  believe  it  is  important  to  look  beyond  just  anecdotes 
about  selective  drug  prices  and  to  accurately  measure  the  bottom-line  impact  on  ac- 
tual plans  based  on  actual  costs  and  actual  experience.  Accordingly,  we  estimated 
changes  in  per  member  per  year  prescription  drug  expenditures.  Then  we  broke 
these  actual  chances  down  to  identify  the  drivers — price  inflation,  the  net  effect  of 
shifts  to  more  expensive  drugs,  as  well  as  more  patients  being  treated,  more  pre- 
scriptions per  patient,  and  more  days  per  prescription. 

Increased  volume  of  prescriptions,  not  price,  played  the  dominant  role  in  rising 
drug  costs  for  all  seven  categories  of  duos  we  examined.  We  carefully  studied  drug 
categories  among  those  ranked  as  the  highest  spending  and/or  the  fastest  growing. 
They  include  drug  treatments  associated  with  asthma,  diabetes,  depression,  high 
cholesterol,  allergies,  gastrointestinal  problems,  and  hormone  replacement.  Collec- 
tively they  are  representative  of  one-third  of  total  drug  spending.  The  use  and  cost 
of  drugs  for  these  categories  were  analyzed  over  three  years.  Since  the  study  was 
published,  we  have  expanded  the  research  to  include  other  major  drug  classes  and 
more  recent  data. 

Our  study  found  that  drug  spending  rose  significantly  over  the  three-year  period 
of  observation,  ranging  from  43  percent  for  gastrointestinal  drugs  to  219  percent  for 
hormone  replacement  therapy.  We  found  that  increased  volume  of  prescriptions,  not 
price,  played  the  dominant  role  in  higher  spending — outweighing  price  increases  by 
5  to  1  across  the  categories  of  drugs  we  examined  (figure  1). 

We  used  a  comprehensive  definition  of  price.  We  included  not  just  price  inflation, 
but  also  the  price  impact  of  new  drugs  as  well  as  the  impact  of  snifting  to  relatively 
more  or  less  ejcpensive  drugs.  Our  findings  reflect  the  incremental  effect  of  new 
drugs  on  price.  Some  other  reports  segregate  new  drugs,  failing  to  consider  that  the 
patient  was  already  on  another  medication  that  is  being  replaced.  Certain  new  inno- 
vative drugs  do  have  high  price  tags  and  provide  important  therapeutic  benefits  for 
small  numbers  of  patients.  But  these  drugs  do  not  contribute  significantly  to  overall 
spending  increases,  given  that  few  patients  use  them. 

The  accuracy  of  our  results  is  greatly  enhanced  because  we  looked  at  actual 
claims  rather,  than  wholesale  prices.  And  we  looked  at  price  per  day  of  therapy 
rather  than  the  price  of  a  prescription.  Looking  at  the  price  of  a  prescription  in  par- 
ticular can  be  seriously  misleading.  Another  recent  study  found  that  the  average 
cost  of  a  prescription  increased  by  10  percent  in  1999,  but  this  is  not  equivalent  to 
price  inflation.  Many  factors  can  influence  the  average  cost  of  a  prescription.  For 
example,  a  three-month  prescription  would  appear  to  be  three  times  as  costly  as  a 
one-month  prescription  even  though  the  daily,  even  the  yearly,  cost  of  therapy  is 
the  same. 

What,  in  turn,  are  the  drivers  of  increased  volume?  Foremost  we  have  an  aging 
baby  boom  population,  and  they  are  increasingly  diagnosed  with  chronic  diseases. 
At  the  same  time,  health  plans  are  being  held  more  accountable  to  find,  diagnose, 
and  treat  their  chronically  ill  enrollees.  For  many  chronic  diseases,  practice  guide- 
hnes  dictate  the  use  of  more  than  one  type  of  drug  and  the  use  of  such  medications 
year-round.  All  of  this  combined  means  more  patients  are  diagnosed  with  chronic 
disease,  more  drugs  are  used  for  the  disease,  and  tihere  are  more  days  of  therapy 
per  year.  Given  the  diagnosis  and  treatment  of  more  chronic  illnesses  and  national 
efforts  to  improve  patient  care,  we  should  not  be  surprised  that  physicians  are  pre- 
scribing and  patients  are  using  more  drugs  than  ever  before. 

The  volume  increases  we  observed  typically  resulted  from  improved  standards  of 
care.  More  patients  were  diagnosed  and  treated  (e.g.,  for  elevated  cholesterol  or  hor- 
mone replacement  therapy),  and  standards  for  treatment  called  for  more  types  of 
drugs  and  for  more  days  of  drug  therapy  per  patient  (e.g.,  patients  with  diabetes 
ana  asthma).  For  one  or  more  of  these  reasons,  increased  volume  of  prescriptions, 
not  price,  played  the  dominant  role  in,  higher  spending  for  all  seven  categories  of 
drugs  we  examined. 

For  example,  expenditures  on  asthma  drugs  nearly  doubled  fix)m  1995  to  1998 
(figure  2).  Price  factors  accounted  for  12  percent  of  the  growth,  and  volume  factors 
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accounted  for  the  remaining  88  percent  of  the  growth.  The  primary  drivers  of  vol- 
ume found  in  our  study  were  more  patients  (27  percent  of  the  growth)  and  more 
prescriptions  per  patient  (47  percent  of  the  growth).  The  role  of  anti-inflammatory 
medicines  in  the  treatment  of  asthma  was  highlighted  in  the  1997  National  Heart, 
Lung,  and  Blood  Institute  practice  guideUnes  on  asthma  therapy.  During  the  period 
studied,  pharmacy  benefit  management  companies,  health  plans,  and  disease  man- 
agement companies  stressed  to  patients  and  providers  the  need  to  incorporate  these 
medications  into  routine  practice.  Heightened  awareness  of  the  efficacy  of  asthma 
drugs  surely  contributed  to  an  observed  increase  in  prescriptions  per  patient  and 
the  shift  to  newer  therapies. 

In  our  study,  annual  costs  per  patient  for  asthma  medications  rose  over  the  three- 
year  study  period,  but  emergency  room  visits  for  asthma  fell  by  7  percent  and  hos- 
pitalizations for  asthma  fell  by  22  percent  over  the  same  time  period. 

This  finding  of  increased  drug  spending  being  offset  by  lower  use  of  other  health 
care  services  is  not  unique  to  asthma.  It  is  well  known  that  hospitalizations  for  dis- 
eases such  as  peptic  ulcer  and  depression  have  fallen  as  medications  have  become 
more  effective  and  more  widely  used.  Other  studies  have  shown  that  because  pa- 
tients are  healthier  fi*om  state-of-the-art  care,  employers  have  healthier  workers  and 
get  improved  productivity,  in  addition  to  avoiding  more  expensive  services. 

POLICY  IMPUCATIONS 

Since  increased  use  is  the  key  factor,  we  must  ask  whether  that  growth  in  use 
is  beneficial.  For  some  patients,  growth  in  use  may  yield  only  modest  benefit.  But 
practice  guidelines  show  that  for  many  diseases,  more  is  cHnically  better — in  par- 
ticular for  diabetes,  asthma,  HRT  for  osteoporosis  and  high  cholesterol. 

As  a  clinician,  I  know  that  it  is  difficult  at  best  to  get  patients  to  take  their  medi- 
cines on  a  regular  basis  even  when  those  drugs  provide  tremendous  clinical  benefits 
(e.g.,  hypertension,  high  cholesterol).  It  is  doubtful  that  many  patients  continue  to 
take  a  medicine  that  provides  them  no  benefit.  Advertising  might  encourage  them 
to  try  something,  but  in  my  practical  experience,  they  are  unlikely  to  continue  to 
use  a  medication  if  it  does  not  give  them  real  relief 

Using  the  methodology  I  described,  you  can  distinguish  total  drug  costs  fi-om  drug 
prices.  And  you  can  measure  the  actual  impact  on  total  drug  costs  and  relative  im- 
portance of  price  versus  volume.  You  can  also  determine  the  incremental  effects  of 
newer  drugs  on  both  price  and  volume.  Calculations  that  do  not  do  this  may  be 
mathematically  correct  but  are  nonetheless  misleading  for  policy  purposes. 

From  o\ir  study,  the  growth  in  spending  was  primarily  driven  by  more  patients 
receiving  more  medications.  New  science  (or  new  ways  to  diagnose  and  treat  pa- 
tients) and  better  practice  (compl3dng  with  guidelines  on  optimal  care)  have  unques- 
tionably benefited  patients.  Price  increases  were  not  a  key  driver  in  what  has  hap- 
pened. Policy  changes  that  primarily  focus  on  price  will  miss  the  key  issue.  We  need 
to  understand  that  volume  is  the  key  driver,  explore  whether  that  volume  growth 
is  providing  sufficient  benefit  to  patients,  and  then  figure  out  how  to  help  patients 
pay  for  the  medications  that  they  need. 

Price  inflation  and  the  price  of  newer  drugs  are  not  the  significant  drivers  of  in- 
creases in  drug  spending.  Greater  use  is  the  key  element.  Reports  that  confuse  price 
with  cost  and  ignore  volume  and  value  generate  pressure  to  "simply  reduce  spend- 
ing on  drugs."  But  we  can't  simply  reduce  volume  in  the  face  of  more  patients  with 
chronic  diseases,  new  science,  and  practice  guidehnes  without  cutting  back  on  the 
number  of  patients'  using  drugs,  the  number  of  drugs  they  receive,  and  in  turn, 
risking  the  quality  of  care  provided. 
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DRUG   S  r  E  N  0  I N  C 


Explaining  Drug  Spending 
Trends:  Does  Perception 
Match  Reality? 

Increased  volume,  not  rising  prices,  accounted  for  drugs'  higher 
levels  of  spending  in  this  study  of  therapies  for  seven  common 
medical  problems. 

by  Robert  U''.  Dubois,  Anita].  Chawla,  Cheryl  A.  Ncslusan, 
Mark  W.  Smith,  and  Sally  Wade 

ABSTRACT:  Several  recent  studies  have  made  clear  that  drug  expenditures  are 
rising  more  rapidly  than  other  health  care  spending.  What  has  not  been  clear, 
however,  is  how  much  drug  spending  is  driven  by  price  rather  than  volume  and 
whether  volume  increases  are  appropriate.  This  DataWatch  takes  a  closer  look 
at  the  components  and  drivers  of  drug  spending  using  large  claims  databases 

from  managed  care  and  employer-sponsored  health  benefit  plans.  In  both   

environments  this  study  found  volume,  not  price,  to  be  the  largest  driver  of  drug    DATAWATCH  231 
spending  for  seven  diseases  studied.  For  four  of  the  diseases,  we  review  the 
clinical  issues  that  may  have  influenced  volume  growth. 

MEDICINE  HAS  CHANCED  DRAMATICALLY  OVef  the  paSC 
several  years,  as  pharmaceutical  therapies  have  assumed  a 
more  prominent  role.  Prescription  drug  spending  repre- 
sented 7.8  percent  of  total  health  care  spending  in  1998.'  However, 
those  costs  have  increased  at  double-digit  rates  in  each  of  the  past 
two  years,  and  rates  of  this  magnitude  are  expected  to  continue.' 

The  current  perception  is  that  this  rapid  growth  is  largely  driven 
by  price  increases,  the  promotion  of  inappropriate  use  through 
widespread  "direct-to-consumer"  (DTC)  sales  campaigns,  and  ac- 
celerated approvals  of  new,  higher-price  drugs.'  Prior  studies  that 
have  examined  these  issues  were  limited  by  types  of  data  used  (pre- 
scription drug  information  only  in  several  cases)  or  pricing  metrics 
(average  wholesale  prices  rather  than  actual  transaction  prices),  or 
they  did  not  disaggregate  growth  into  disease-specific  component 
factors  (for  example,  prescriprions  per  person,  cost  per  prescription, 
days  of  therapy  per  prescription,  prevalence,  or  iiiiElacion).*  In  this 
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paper  we  examine  price  and  volume  factors  that  influence  the  level 
of  and  growth  in  spending  on  prescription  drugs.  The  causes  of  drug 
spending  increases,  we  found,  are  more  involved  than  the  popular 
story  of  price  hikes  and  consumer-oriented  advertising. 

Underlying  Drivers  Of  Drug  Spending  Trends 

The  underlying  drivers  of  spending  trends  can  be  classified  into  two 
categories:  new  science,  and  better  practice.  As  science  advances, 
this  new  knowledge  improves  providers'  ability  to  target  treatments 
to  those  patients  at  highest  risk,  diagnose  them  more  accurately  and 
earlier,  and  more  effectively  treat  the  diseases  found.  Through  these 
avenues,  new  science  creates  the  basis  for  increased  patient  identifi- 
cation, changes  in  drug  therapy  mix  and  duration,  and  targeted 
combination  therapies. 

The  second  driver  is  better  practice,  or  the  translation  of  science 
into  routine  care.  Evidence-based  medicine,  practice  guidelines,  and 
performance  measures  have  the  potential  to  increase  the  number  of 
diagnosed  patients  or  the  number  undergoing  optimal  treatment.  In 
this  context,  the  following  changes  may  explain  a  large  part  of  re- 
cent prescription  drug  spending  trends:  (1)  Growing  prevalence  of 
identified  and  treated  disease:  More  patients  may  enter  treatment 
because  the  rate  of  diagnosis  and  awareness  of  disease  have  in- 
creased. In  addirion,  as  survival  times  lengthen,  the  number  of  pa- 
tients under  treatment  will  grow.  (2)  Demographic  shifts  toward  an 
older  population:  Older  patients  tend  to  have  more  chronic  and 
severe  cases  of  a  disease  or  multiple  conditions,  each  of  which  may 
require  more  treatment.  (3)  Mix  of  existing  therapies  toward  more 
costly  agents:  The  percentage  of  patients  using  specific  medications 
can  shift  over  time,  as  e\1dence  warranting  the  use  of  one  drug 
versus  another  accumulates  or  as  standards  of  practice  change.  (4) 
Increasing  quantities  of  medication  used  per  patient:  "Intensive- 
changes  in  therapy  occur  when  the  dosing  regimen  increases  so  that 
a  patient  receives  more  therapy  over  the  same  time  period  (for  exam- 
ple, higher  doses  to  treat  specific  cancers  or  to  keep  blood  sugar 
under  better  control  for  diabetes).  Quantity  also  may  increase 
through  the  use  of  more  "extensive"  therapy,  so  that  therapy  is  pro- 
vided over  longer  periods  of  time  (for  example,  ongoing  use  of  anti- 
depressants to  prevent  recurrence).  (5)  Introduction  of  new  thera- 
peutic agents:  The  efficacy  and  side-effect  profile  of  new  drugs  may 
create  options  for  patients  who  previously  were  untreated  or  under- 
treated.  (6)  Inflation:  Price  increases  of  existing  therapies  also  may 
contribute  to  the  growth  in  drug  spending 
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Study  Methods  / 

The  diseases  and  drug  classes  selected  for  these  analyses  are  those 
with  the  highest  spending  or  are  among  the  fastest-growing  catego- 
ries reported  in  other  studies.'  The  analyses  described  below  were 
completed  for  seven  disease/drug  categories  and  were  conducted  by 
two  research  groups  that  worked  independently.  Detailed  findings 
are  reported  for  antidiabetic,  annhyperlipdemic,  hormone  replace- 
ment therapy,  and  asthma  drug  categories. 

■  Data  sources.  Two  data  sources  of  medical  and  pharmaceuti- 
cal administrative  claims  were  used  for  this  study:  (1)  1995  and  1998 
data  from  Protocare  Sciences'  databases,  and  (2)  1994  and  1997  data 
from  MEDSTAT's  MarketScan  databases.  Protocare  Sciences  data 
represent  the  experience  of  managed  care  plan  enroUees  residing  in 
more  than  twenty  states  (primarily  in  the  Midwest  and  South)  who 
were  covered  by  employers  and  other  commercial  groups,  as  well  as 
Medicare-eligible  persons  enrolled  in  health  maintenance  organiza- 
tions (HMOs).  The  MEDSTAT  Private  Pay  Fee-for-Service  Database 
contains  the  health  care  service  use  of  acrive  employees,  their  de- 
pendents, early  retirees,  and  persons  continuing  coverage  who  are 
covered  by  noncapitated  health  benefit  plans  of  large  employers 
nationwide.  MarketScan  data  used  for  this  study  were  contributed  oatawatch 
by  a  common  set  of  employers  in  1994  and  1997. 

Prescription  drug  and  medical  claims  histories  were  examined  to 
identify  patients  treated  with  a  particular  drug  ("users")  or  with  a 
diagnosis  corresponding  to  an  approved  indication  for  that  drug  but 
no  drug  use  ("potential  users").  Two  padent  groups  were  analyzed 
using  Protocare  Sciences  data:  asthmatics  and  women  eligible  for 
hormone  replacement  therapy.  The  expenditure  analyses  for  anti- 
diabetic, anuhyperlipideraic,  antidepressant,  antihistamine,  and 
gastrointestinal  agents  were  conducted  using  the  MarketScan  data- 
base. The  selection  of  which  database  to  use  for  each  condition  was 
made  a  priori  vvdthout  respect  to  expectations  about  differenual 
spending  patterns  in  the  two  patient  populations. 

■  Factors  contributing  to  spending  growth.  Growth  in  pre- 
scription drug  spending  was  computed  using  a  multiplicative 
growth  equation,  where  the  product  of  the  individual  growth  fac- 
tors equaled  the  overall  growth  rate  in  spending  per  health  plan 
member.  For  each  drug  category,  total  spending  growth  was  disag- 
gregated into  several  price  and  volume  factors.  We  defined  price 
factors  as  those  affecting  the  price  per  day  of  therapy  and  volume 
factors  as  those  affecting  the  intensity  of  use  and  the  number  of  users. 

The  spending  growth  analyses  were  conducted  at  the  level  of 
individual  National  Drug  Codes  (NDCs).  For  NDCs  available  in 
both  the  base  and  comparison  years  ("established  drugs"),  we  calcu- 
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lated  two  price  factors  (inflation  and  the  change  in  strength  and 
therapeutic  mix)  and  two  volume  factors  (changes  in  the  number  of 
prescriptions  per  person  and  the  number  of  days  supphed  per  pre- 
scription). Inflation  was  measured  by  calculating  an  index  of 
changes  in  actual  transaction  prices,  similar  to  the  Consumer  Price 
Index  (CPI).  The  measure  of  therapeutic  and  strength  mix  captured 
the  extent  to  which  spending  was  affected  by  a  change  in  the  mix  of 
drugs  used  within  a  drug  category  (such  as  a  change  from  one  dos- 
age level  to  another  for  a  drug  or  from  one  drug  to  another  in  the 
same  class).  One  price  and  two  volume  factors  were  calculated  to 
capture  the  impact  of  new  NDCs  ("new  drugs"):  changes  in  the 
average  price  per  day,  the  number  of  prescriptions  per  person,  and 
the  number  of  days  per  prescription.  A  final  volume  factor  calculated 
was  the  change  in  the  number  of  users  and  potential  users  of  pre- 
scription drugs  per  thousand  plan  members. 

Findings 

For  each  of  the  seven  diseases/drug  categories  analyzed,  we  ob- 
served substantial  drug  spending  increases  ranging  from  43  percent 
to  219  percent  during  the  three-year  obsen'ation  period  (Exhibit  1).* 
When  we  decomposed  that  increase,  we  found  that  although  the 
average  transaction  price  rose  in  every  case  but  one,  the  impact  on 
the  rise  in  drug  spending  was  greatly  exceeded  by  that  of  growth  in 
medication  volume.  The  relative  ratios  of  increased  volume  to  in- 
creased price  ranged  from  a  low  of  2.5:1  for  hormone  replacement 
therapy  to  more  than  10:1  for  gastrointestinal  agents  and  lipid- 


EXHI3IT  1 

Growth  In  Price  And  Volume  For  Various  Pharmaceutical  Categories,  Over  A 
Three- Year  Observation  Period 
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lowering  drugs. 

Payments  for  antidiabetic  drugs  increased  by  more  than  90  per- 
cent between  1994  and  1997  (Exhibit  2).  The  majority  of  the  in- 
crease— approximately  seventy-three  percentage  points — resulted 
from  changes  in  volume  factors,  primarily  prescriptions  per  person, 
because  of  the  use  of  newer  drugs  and  prevalence  of  the  disease. 
Price  changes  contributed  about  tvvent)'-one  percentage  points  (in-  ^ 
flarion,  11  percent  over  three  years;  new  therapies,  23  percent;  and  \ 
change  in  therapeutic  mix,  -13  percent). 

Price  factors  had  little  influence  on  the  80  percent  increase  in 
ex'penditures  for  the  cholesterol-lowering  drug  class  during  the 
three-year  time  period  (Exhibit  2).  Although  the  average  price  per 
day  of  the  drugs  that  were  already  on  the  market  in  1994  fell  over  the 
three-year  period,  the  strength  and  therapeutic  mix  of  these  exisring 
products  was  somewhat  more  expensive  in  1997  than  in  1994.  Prices 
of  new  drugs  were  similar  to  or  lower  than  those  already  on  the 
market.  On  the  volume  side,  there  were  modest  increases  in  pre- 
scriprions  per  person  and  days  of  therapy  per  prescription.  The  most 
striking  change  over  the  three  years  was  the  increase  in  our  measure 
of  disease  prevalence  (fifty-four  percentage  points).  m^^^mh 

Spending  on  hormone  replacement  therapy  increased  by  more  oatawatch 
than  200  percent  from  1995  to  1998  (Exhibit  2).  The  number  of 
patients  treated  per  thousand  health  plan  members  represented  100 
percentage  points  of  total  growth,  and  pariencs  with  treatment  re- 
ceived more  prescriptions  (a  36  percent  increase  in  prescriptions  per 
patient  for  established  drugs  and  a  21  percent  increase  for  new 
drugs).  Prices  for  estabhshed  medications  contributed  42  percent 
during  the  three  years,  and  a  shift  in  the  mix  of  established  therapies 
was  responsible  for  r\venty-one  percentage  points  of  the  overall 


EXHIBIT  2 

Factors  Responsible  For  Growth  In  Price  And  Volume  For  Various  Pharmaceutical 
Categories 
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expenditure  changes. 

For  asthma,  we  observed  a  94  percent  increase  in  medication 
expenditures  (Exhibit  2).  Price  changes  for  new  or  established 
drugs  had  a  negati\'e  impact  on  spending  growth,  although  a  shift  in 
type  of  therapy  prescribed  contributed  17  percent.  On  the  volume 
side,  prevalence  contributed  about  one-fourth  of  the  spending 
growth.  The  primary  driver  was  the  increase  in  number  of  asthma- 
related  prescriptions  filled  each  year,  v/hich  grew  from  8.7  to  14.2 
per  parient.  and  a  large  shift  from  established  to  new  drugs. 

In  our  data  only  24  percent  of  asthma  patients  in  1995  were  using 
inhaled  corticosteroids.  By  199S  our  study  showed  that  40  percent 
of  patients  received  at  least  one  prescription  for  such  medicines.  Not 
only  did  more  patients  receive  at  least  one  canister  of  the  medicarion 
during  the  year,  but  a  substantial  number  received  three  or  more  (19 
percent  in  1998  versus  9  percent  in  1995).  Annual  asthma  medica- 
tion costs  per  patient  rose  markedly  during  the  study  time  frame 
(from  $236  to  $460).  During  this  same  period,  emergency  room 
visits  fell  by  thirty-one  visits  per  thousand  asthma  patients.  Hospi- 
talizations for  asthma  decreased  also  (by  thirty-five  per  thousand 

 MMHMM    asthma  patients).  The  samgs  from  these  senice  changes  helped  to 

236       DRUG  offset  the  increase  in  drug  spending. 

SPENDING 

Discussion  And  Policy  Implications 

Health  plans,  employers,  the  Health  Care  Financing  Administration, 
and  patients  increasingly  voice  concerns  about  drug  spending.  Al- 
though it  still  represents  a  relatively  small  share  of  overall  spending, 
drug  spending  is  nsing  faster  than  spending  for  other  categories  of 
health  care  services.  In  our  study  we  found  that  volume,  not  price, 
primarily  drove  this  growth.  This  finding  did  not  differ  greatly  when 
we  studied  both  a  managed  care  environment  and  a  population  that 
received  health  benefits  from  a  group  of  large  employers. 

Large  increases  in  prevalence  drove  volume  growh  for  two  drug 
categories  (hormone  replacement  therapy  and  lipid-lowering 
drugs).  What  could  have  accounted  for  the  extraordinary  growth  of 
patients  recei\lng  these  treatments?  From  the  standpoint  of  new 
science,  increasing  evidence  supports  the  efficacy  of  these  therapies 
to  reduce  the  risk  of  osteoporosis  and  heart  disease.'  Improvements 
in  practice  may  also  have  occurred.  Over  time,  patients  and  physi- 
cians may  have  gained  greater  awareness  of  the  benefits  of  both 
treatments.  This  heightened  awareness  Ukely  increased  fipid  or 
osteoporosis  screening  as  part  of  a  routine  nsit  to  the  doctor,  and 
hence  the  conditions  were  discovered  and  treated. 

Volume  also  rose  for  asthma  and  diabetes,  but  prevalence  played 
a  relatively  smaller  role.  Instead,  each  patient  appeared  to  receive 
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"Although  advcnising  docs  influence  volume  growth,  we  need  to 
know  whether  that  growth  is  appropriate." 

more-intensive  treatment  with  many  more  prescriptions  in  the 
third  compared  with  the  base  year.  Once  again,  new  science  or 
better  practice  may  account  for  the  change. 

For  asthma,  the  role  of  anti-inQanunatory  medications  (inhaled 
corticosteroids)  has  been  known  for  a  decade.'  However,  their  criti- 
cal.  importance  was  highlighted  in  1997  in  the  National  Heart,  Lung, 
and  Blood  Institute  (NHLBI)  practice  guideUnes  on  asthma  ther- 
apy.' During  this  time  frame,  pharmacy  benefit  management  (PBM) 
companies,  health  plans,  and  disease  management  companies  have 
stressed  to  patients  and  providers  the  need  to  incorporate  these 
principles  into  routine  practice.  This  emphasis  may  explain  some  of 
the  obser\'ed  increase  in  prescriptions  per  patient  and  the  shift  to 
newer  therapies. 

In  a  landmark  1993  article,  the  Diabetes  Control  and  Complica- 
tions Trial  (DCCT)  showed  that  tighter  management  of  blood  sugar   

reduced  the  risk  of  diabetic  complications  such  as  kidney  dysfunc- 
tion  and  loss  of  vision.'"  In  addition,  several  new  classes  of  chemi- 
cally  distinct  medications  became  available,  ha\'ing  much  greater 
ability  to  reduce  blood  sugar  levels  compared  with  the  older  agents. 
The  DCCT  study  and  the  efficiency  of  these  new  medications  both 
enabled  and  encouraged  more-intensive  medication  regimens.  In  an 
effort  to  more  closely  control  their  disease,  patients  may  have  re- 
ceived multiple  medications  (some  at  higher  doses),  which  would 
contribute  to  the  observed  rise  in  prescriptions  per  person. 

■  Policy  implications.  Our  examples  have  shown  that  the  real- 
ity of  rising  drug  spending  may  differ  from  the  simple  story  of  rising 
prices.  As  health  plans  and  payers  consider  the  needs  of  their  pa- 
tients and  the  limits  of  their  resources,  a  detailed  examination  of 
their  data  would  be  informarive.  Disaggregating  spending  trends 
would  allow  analysis  of  the  underlying  clinical  and  population  driv- 
ers of  spending  and  help  to  deternune  the  appropriateness  of  spend- 
ing increases.  If  the  analyses  here  are  representative,  it  is  likely  that 
volume  will  be  the  main  component  of  change  for  most  diseases 
examined,  the  relative  weight  between  volume  and  price  will  vary, 
and  individual  factors  will  have  differing  influences  across  diseases. 

Rhetoric  frequently  focuses  on  the  impact  of  price  and  also  how 
advertising  inappropriately  increases  volume.  In  the  data  we  exam- 
ined, price  did  play  a  role.  But  on  closer  examination,  it  was  a  rela- 
tively minor  one  (ranging  from  -1  percent  to  29  percent  of  the  total 
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growth).  Although  it  is  likely  that  advertising  does  influence  volume 
grov^-th,  a  more  salient  question  to  answer  is  whether  or  not  that 
growth  is  appropriate. 

If  the  proportion  of  a  patient  population  treated  for  a  particular 
condition  increases  (as  was  the  case  for  antih)'perlipidemic  and 
hormone  replacement  therapy),  should  this  increase  be  expected, 
given  available  therapies  and  standards  of  practice  for  the  condi- 
tion? If  the  intensity  of  treatment  per  patient  increases  for  a  specific 
drug  class  or  disease  categor)',  does  this  change  reflect  improved 
practice  standards,  or  perhaps  a  shift  to  pharmaceutical  therapy 
away  from  other  forms  of  treatment?  Our  data  for  diabetes  and 
asthma  therapies  are  consistent  with  these  influences.  However, 
other  explanations  may  apply  to  other  selected  drug  classes  or  dis- 
eases. For  this  reason,  it  is  important  for  payers  and  providers  to 
examine  their  own  data  to  identify  possibly  inappropriate  use  of 
medications  or  therapies  that  differ  from  evidence-based  or  consen- 
sus standards. 

This  study  did  not  apply  practice  guidelines  to  individual  cases, 
so  we  could  not  identify  definitively  \vhether  the  growth  in  volume 
resulted  from  more  appropriate  or  more  inappropriate  use.  With 
DRUG  that  caveat,  we  believe  that  the  volume  growth  observed  for  the 

SPENDING  categories  we  examined  should,  in  most  cases,  improve  the  health 
and  well-being  of  the  population.  If  additional  analysis  were  to  con- 
firm that  observ'ed  increases  in  volume  were  ciirucaliy  warranted,  a 
difficult  question  then  arises:  Who  should  pay  for  increased  drug 
costs?  In  some  cases,  the  medication  costs  may  be  offset  by  reduc- 
tions in  hospital,  laborator}',  or  physician  services,  as  observed  for 
asthma.  In  other  cases,  net  cost  savings  may  not  occur  in  the  near 
term,  if  at  all.  Yet  if  patients,  for  example,  with  milder  and  non-sui- 
cidal depression  feel  better  on  medication,  or  if  more  expensive  but 
less  sedating  antihistamines  improve  concentration,  are  these  gains 
worth  the  extra  costs?  If  they  are,  should  the  patient,  the  health 
plan,  the  employer,  or  society  pay  for  those  improvements?  Cost- 
effectiveness  studies  may  help  to  answer  these  questions.  But,  im- 
portantly, these  studies  must  lead  to  a  dialogue  addressing  each 
participant's  willingness  to  pay  for  the  improvements  in  health  that 
medications,  when  used  appropriately,  can  create. 

If  volume  represents  the  primary  driving  force  behind  drug 
spending  growth,  then  future  research  should  examine  this  volume 
and  determine  what  use  is  appropriate  and  what  use  is  not.  But  this 
examination  must  also  focus  on  the  impact  of  medications  on  the 
total  cost  of  care  and  the  overall  improvement  in  patients'  well- 
being.  With  these  data  in  hand,  we  can  compare  our  willingness  to 
pay  -with  the  benefits  that  appropriate  use  of  medications  can  bring. 
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The  Chairman.  Ms.  Bello. 

Ms.  Bello.  Mr.  Chairman  and  Senator  Wellstone,  thank  you  for 
the  opportunity  to  share  the  views  of  the  research-based  pharma- 
ceutical industry  on  prescription  drug  costs.  I  will  summarize  my 
written  testimony  on  three  key  issues. 

First,  prescription  drug  spending.  Americans  are  spending  more 
on  prescription  medicines  that  so  improve  their  health.  Last  year, 
Americans  spent  $112  billion  on  prescription  drugs,  an  18.8  percent 
increase  over  1998.  Importantly,  only  4.2  percentage  points  of  this 
increase  was  due  to  price  increases.  Three-quarters  of  the  growth 
was  due,  as  previous  witnesses  have  basically  described,  to  in- 
creases in  volume  and  the  use  of  newer  medicines  which  are  often 
more  costly  than  older  medicines. 

Yes,  prescription  drug  spending  is  increasing,  but  from  an  un- 
usually low  base  as  a  percentage  of  total  health  care  expenditures. 
The  U.S.  spends  only  about  10  percent  of  each  health  care  dollar 
on  prescription  medicines,  while  Portugal  spends  nearly  27  percent; 
Japan,  over  21  percent;  and  the  UK,  nearly  17  percent. 

U.S.  prescription  drug  spending  growth  reflects  many  factors  in- 
cluding, first,  new  and  better  therapies,  including  370  new  medi- 
cines developed  by  industry  in  the  1990s  compared  to  239  medi- 
cines developed  by  industry  in  the  1980s. 

A  second  factor  is  longer  lives.  For  example,  the  fastest-growing 
age  group  is  Americans  over  85,  the  group  with  the  highest  health 
care  needs. 

A  third  factor  is  that  changes  in  treatment  for  diseases  including 
diabetes  and  high  cholesterol  do  result  in  more  prescriptions  and 
more  spending,  but  also  better  care  for  these  patients. 

Next,  the  value  of  pharmaceuticals.  We  all  know  personally  from 
the  experience  from  our  families  and  our  friends  that  prescription 
drugs  are  often  the  most  effective,  least  invasive,  and  high  value- 
added  form  of  health  care. 

I  will  give  just  two  examples.  One,  over  the  past  30  years,  inno- 
vative medicines  have  helped  reduce  deaths  from  heart  disease  and 
stroke  by  half,  enabling  millions  of  grandparents  to  enjoy  longer 
their  children  and  grandchildren  and  vice  versa. 

Second,  new  combination  drug  treatments  for  HIV/AIDS  slashed 
the  U.S.  death  rate  by  47  percent  in  1997  alone  and  by  70  percent 
over  the  last  5  years. 

The  Chairman.  That  is  with  respect  to  people  with  AIDS  only. 

Ms.  Bello.  That  is  correct,  the  U.S.  death  rate  for  AIDS. 

Medicines  not  only  save  lives  and  improve  their  quality  for  mil- 
lions of  patients  and,  of  course,  their  families,  but  in  some  cases, 
they  reduce  total  health  care  costs  by  avoiding  the  need  for  more 
costly  care. 

Again,  let  me  give  just  two  examples.  One,  an  NIH  study  found 
that  treating  stroke  patients  with  a  clot-dissolving  drug  saves  on 
average  over  $4,400  per  patient  by  reducing  their  need  for  hos- 
pitalization, rehabilitation,  and  institutionalization  in  a  nursing 
home.  And  second  is  a  new  migraine  treatment,  which  I  carry  in 
my  purse  always  and  without  which  I  cannot  function  on  my  mi- 
graine days,  which  costs  about  $44  per  employee  each  month,  but 
saves  employers  $435  per  employee  by  reducing  lost  productivity. 
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Third,  educating  patients  and  their  providers.  The  370  new  medi- 
cines industry  developed  in  the  1990s  will  not  help  and  heal  unless 
patients  and  their  doctors  know  about  them. 

The  most  recent  Prevention  Magazine  survey  found  that,  first, 
while  doctors  still  hold  the  prescribing  pen,  76  percent  of  Ameri- 
cans think  direct-to-consumer  ads  help  them  become  more  involved 
with  their  own  health  care.  That  is  good  news  for  patients,  espe- 
cially as  some  doctors  today  are  able  to  spend  less  time  with  pa- 
tients than  in  the  Dr.  Marcus  Welby  era.  Second,  DTC  ads  prompt- 
ed over  24  million  Americans  to  talk  to  their  doctors  about  a  medi- 
cal condition  they  had  never  before  discussed  with  a  physician.  And 
third,  DTC  ads  promote  compliance  with  doctors'  orders. 

Yet  some,  more  concerned  about  cost  than  care,  prefer  a  "Don't 
tell,  don't  ask"  policy— that  is,  do  not  tell  patients  and  doctors 
about  new  treatment  options  so  they  do  not  ask  for  the  latest  avail- 
able medicines.  We  believe  that  patients  and  doctors  should  be 
well-informed  about  all  options. 

Finally,  the  Senate  may  consider  as  early  as  today  a  proposed 
amendment  to  the  Agriculture  appropriations  bill  in  what  we  be- 
lieve is  a  mistaken  belief  that  it  may  help  contain  costs  for  pre- 
scription drugs. 

Yet  proposals  to  overturn  for  a  year  major  consumer  protection 
legislation  enacted  on  voice  votes  in  both  Houses  in  1988  would 
jeopardize  patient  safety,  would  not  ensure  any  savings  for  con- 
sumers, and  would  not  provide  what  elderly  and  disabled  Ameri- 
cans, especially  those  with  high  drug  costs,  really  need — drug  cov- 
erage with  good  choices  among  competing  private  sector  plans. 

Mr.  Chairman  and  Senator  Wellstone,  I  ask  that  the  record  of 
this  hearing  include  four  documents  which  we  will  provide  in  mul- 
tiple copies. 

The  Chairman.  They  will  be  included. 

Ms.  Bello.  Thank  you,  Mr.  Chairman. 

One  is  a  letter  from  former  FDA  Commissioner  David  Kessler,  in 
which  he  explains  how  drug  import  legislation  jeopardizes  patient 
safety,  "especially  with  the  rise  of  Internet  pharmacies,"  without 
ensuring  any  savings  for  them. 

Two  and  three  are  letters  from  another  former  FDA  Commis- 
sioner, Dr.  Jare  Goyen.  One  is  as  recent  as  this  week,  addressed 
to  Senators  Lott  and  Daschle.  Dr.  Groyen  predicts  a  "potential  flood 
of  counterfeit  and  adulterated  products  that  we  will  see  if  Congress 
passes  an  act  to  encourage  reimportation  of  prescription  drugs." 

Finally,  we  will  offer  a  legal  opinion  by  the  law  firm  Covington 
&  Burling,  which  concludes  that  any  purported  savings  from  im- 
port proposals  "could  well  prove  illusory  as  there  is  no  assurance 
that  wholesalers,  pharmacists,  and  other  middlemen  will  pass  any 
lower  prices  on  to  consumers." 

[The  documents  referred  to  follow:] 
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July  18,  2000 

Jeffords  Amendment 

The  Jeffords  Amendmeat  would  eviscerate  the  core  provisions  of  the  Prescription 
Drug  Marketing  Act  (PDMA)  that  cuirently  govern  the  reimportation  of  previously  exported 
prescription  drugs  back  into  this  country,  and  replace  those  proven  safeguards  with  an 
unworkable  new  bureaucratic  system.  Congress  enacted  the  PDMA  in  1988  in  order  to  protect 
U.S.  consumers  from  the  reimportation  of  drugs  that  have  been  improperly  stored,  handled,  and 
shipped  overseas,  and  to  prevent  the  entry  of  counterfeit  and  unapproved  products  into  the 
country.  These  risks  are  even  greater  m  today's  world  of  Internet  access  and  off-shore 
pharmacies.  It  is  precisely  the  wrong  time  to  liberalize  drug  import  controls  and  remove  the 
protections  that  Congress  determined  just  a  decade  ago  were  essential  to  prevent  the  entry  of 
unlawful  and  substandard  products  into  this  country.  Moreover,  the  Jeffords  .Amendment  would 
take  these  risky  steps  in  the  name  of  purported  savings  from  imports  that  could  well  prove 
illusory,  as  there  is  no  assurance  that  wholesalers,  pharmacists,  and  other  middlemen  will  pass 
any  lower  prices  on  to  consumers. 

Under  current  law,  reimportation  of  a  drug  manufactured  in  the  United  States 
pursuant  to  an  approved  new  drug  application  (NDA)  by  anyone  other  than  the  original 
manufacturer  is  illegal.  Congress  established  this  limitation  on  reimportation  to  address  the  very 
real  concern,  spotiighted  in  repeated  hearings,  that  cross-border  purchasing  and  commercial 
importation  present  an  unreasonable  risk  of  introducing  adulterated  and  counterfeit  drugs  into  the 
U.S.  market.  The  Jefifords  Amendment  would  remove  this  critical  safeguard  and  direct  FDA  to 
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adopt  new  regulations  that  permit  broader  reimportation  with  a  "reasonable  assurance"  that 
reimported  products  will  be  safe  and  effective. 

The  purported  assurances  that  the  Jeffords  Amendment  offers  as  a  substitute  for 
current  safeguards  are  wholly  inadequate.  While  parts  of  the  Amendment  appear  to  limit 
permissible  imports  to  "covered  products"  with  FDA-approved  ND As,  other  sections  appear  to 
exempt  imports  from  the  NDA  requirements  by  directing  FDA  to  permit  imports 
"[njotwithstanding  section[]  301(d)"  of  the  Federal  Food,  Drug,  and  Cosmetic  Act,  which 
prohibits  the  sale  of  unapproved  new  drugs. 

The  other  records  and  testing  requirements  the  Jeffords  Amendment  would 
establish  have  a  veneer  of  rigor  and  validity,  but  they  do  not  provide  genuine  protection.  The 
inability  of  FDA  and  other  law  enforcement  and  regulatory  authorities  to  police  the  reimportation 
of  U.S.  drugs  by  entities  other  than  the  original  manufacturer  is  precisely  what  led  to  passage  of 
PDMA  in  the  first  place.  As  Congress  previously  found,  reimportation  is  dangerous  because 
neither  FDA  nor  the  importer  can  determine  the  conditions  under  which  the  drugs  were  stored, 
handled,  and  shipped,  after  leaving  this  country.  The  only  party  capable  of  ensuring  that  a 
reimported  U.S.  product  is,  in  fact,  the  real  thing  and  able  to  verify  the  conditions  of  its  storage 
and  shipping  is  the  original  manufacturer  and  exporter  of  that  product.  Taus,  as  the  Energy  and 
Commerce  Committee  wrote  in  1986,  permitting  reimportation  of  U.S. -origin  goods  "prevents 
effective  control  or  even  routine  knowledge  of  the  true  sources  of  merchandise  in  a  significant 
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number  of  cases."'  As  a  result,  "pharmaceuticals  which  have  been  mislabeled,  misbranded, 
improperly  stored  or  shipped,  have  exceeded  their  expiration  dates,  or  are  bald  counterfeits,  are 
injected  into  the  national  distribution  system  for  ultimate  sale  to  consumers."^ 

Reimportation  is  also  dangerous  because  -  as  experience  prior  to  the  PDMA 
showed  -  neither  FDA,  nor  the  importer,  nor  the  consumer,  can  identify  counterfeit  products.  In 
1985,  for  instance,  1800  bottles  of  EU  Lilly's  antibiotic  Ceclor  capsules  entered  Miami  and 
Boston  from  Singapore.  The  items  contained  Eli  Lilly's  active  ingredient,  but  ttie  capsules, 
labels,  lot  numbers,  and  packaging  were  all  fake.  In  1984,  over  one  million  counterfeits  of  G.  D. 
Searie's  Ovulen  21  birth  control  pills  were  found  to  have  been  shipped  to  Miami  and  New  York 
from  Panama,  As  the  Energy  and  Commerce  Committee  wrote  in  1986,  "the  very  existence  of 
the  market  for  reimported  goods  provides  the  perfect  cover  for  foreign  coimterfeits."^ 

Nothing  has  changed  since  1 986  that  would  justify  re^dsiting  Congress's 
conclusions,  and  giving  cover  to  the  unscrupulous.  If  anything,  FDA  may  be  less  equipped  today 
to  maintain  effective  control  over  imports  if  the  group  of  persons  able  to  reimport  drugs  were 
expanded  beyond  the  original  manufacturers.  FDA  simply  does  not  have  the  resources  to  inspect 
and  police  the  drugs  that  would  be  reimported  under  the  new  scheme.  Even  under  current  law, 
FDA  and  U.S.  Customs  are  struggling  to  protect  United  States  consumers  from  dangerous 

'         H.R.  Rep.  No.  76, 100th  Cong.,  1st  Sess.  6-7  (1987). 
'  Id 

'         Dangerous  Medicine:  The  Risk  to  American  Consumers  from  Prescription  Drug 
Diversion  and  Counterfeiting,  99th  Cong.,  2d  Sess.  22  (Comm.  Print  99-2  1986). 
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imported  drugs.  (The  World  Health  Organization  has  estimated  that  some  5  to  8  per  cent  of 
drugs  shipped  to  the  United  States  are  counterfeit,  unapproved,  or  substandard.)  The  Jeffords 
Amendment  would  further  tax  FDA's  strained  resources  by  requiring  FDA  to  review  records  and 
laboratory  testing  results  for  each  import  shipment.  This  is  not  a  workable  scheme  that  would 
provide  genuine  protection  to  U.S.  consumers. 

In  short,  the  Jeffords  Amendment  would  recreate  the  public  health  risk  of 
counterfeit,  unsafe,  and  adulterated  drugs  that  Congress  sought  to  eliminate  in  1986  with  the 
Prescription  Drug  Marketing  Act.  As  former  FDA  Conunissioner  David  Kessler  wrote  in  June 
1999  to  Representative  John  Dingell,  reestablishing  a  system  where  distributors,  wholesalers,  and 
pharmacies  may  reunport  allegedly  U.S.-manufactured  pharmaceuticals  that  have  been  exported 
to  other  countries  would  recreate  the  "substantial  public  health  risks"  that  the  PDMA  was 
ciesigned  to  eliminate.  This  grave  step  would  be  taken  in  the  pursuit  of  savings  from  drugs  that 
are  sold  abroad  with  govenmient-imposed  price  controls,  and  with  no  assurance  that  any  savings 
would  be  passed  on  to  U.S.  consumers  by  pharmacists,  wholesalers,  and  other  middlemen  in  this 
country. 

• :  -s'  ■■!  Peter  Barton  Hutt 

Bruce  N.  Kuhlik 

■  ■  V    uiTC! .    ^         '  Michael  S.  Labson 
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Senator  Trent  Lott 

487  Senate  Riissell  Office  Buflding 

vyfeshington,  DC 

FAX:  202-224-22S2 


Senator  Thomas  Daschle 
509  Senate  Hart  Office  Building 
V\fashington,  IDC 

FAX:  202-224-2047 


Dear  Senators  Lott  and  Daschle: 

As  a  forma-  Commissioner  of  the  Food  and  Drug  Administration  and  Dean  of  the 
UCSF  School  of  Pharmacy,  I  am  very  concerned  that  the  House  adopted  t'A'O 
amendments  to  the  Agriculture  appropriations  bill  that  would  jecparriizs  the  safety  of 
American  consumers.  Amendments  ofiiered  by  Mr.  Crowley  and  Mr.  Cobum  on  drug 
imports  would  disable  and  disregard  key  provisions  of  landmark  bipartisan  consumer 
protecfion  iegisiafon  enacted  in  1 983  to  pratect  Americans  against  the  risks  of 
aduiterated  and  countaieii  imported  medicines.  However  well-intentioned  these 
amendments  are.  they  gravely  underestimate  the  determination  and  creativity  of  the 
unscrujxiloos  and  must  be  rejected  by  the  Congress. 

The  Congresskanai  report  accompanying  the  1988  Prescription  Drug  Marketing 
Act  legiatetion  prohroiting  reimportatfon  deariy  identines  the  two  ways  thai  imported 
pharmaceuticats  threaten  the  American  public  heaith.  'First  foreign  counterfeits,  feisety 
descrilsed  as  reimported  U.S. -produced  drugs,  have  entered  the  distributkjn  system. 
Second,  proper  storage  and  handling  of  legitimate  pfTarmaceuticais  cannot  be 
guaranteed  by  U.S.  (aw  once  the  drugs  have  left  the  boundaries  of  the  United  States." 
H.  Rep.  100-76  (Apr.  30,  1987)  at  11.  Moreover,  these  puWic  health  threats  have 
greatly  increased  in  the  intervening  years  with  the  heigiitened  sophistication  of 
counterfeiters  and  with  the  rise  of  global  Internet  pharmacy.  The  Crowiey  and  Cobum 
amendments  plainly  strip  away  the  FDA's  at«1(ty  to  insure  the  safety  and  effectiveness 
of  America's  prescription  drug  supply.  How  ironic  it  would  be  for  the  same  Members  of 


54 


Congress  who  enacted  the  landmark  FDA  Modernization  Act  to  now  pass  laws  that 
greatly  weaken  the  agency's  ability  to  protect  Americans  in  the  21 »  century. 

Prsscriptlon  medldnes  today  are  often  the  most  effective  and  cost-elfective 
therapy  Ibr  many  patients.  Appropriately,  the  Congress  is  considering  various, 
competing  iegisiative  proposals  to  expand  access  to  safe  and  eifecave  medidnes  for 
those  who  most  need  them,  eiderty  and  disabled  Americans.  But  proposals  to  expand 
Americans'  access  to  unsafe  or  ineffective  medicines  like  the  Crowley  and  Cobum 
amendments  should  not  be  on  the  table;  it  is  simply  unacceptable  to  compromise  the 
safety  standards  for  medidnes  for  all  Americans  without  even  a  Congressional  hearing. 

Pr^ripticn  medidnes  today  are  often  the  most  effiective  and  cost-effective 
therapy  for  many  patiente.  Appropriately,  the  Congress  is  considering  various, 
competing  legislative  proposals  to  expand  access  to  safe  and  elfective  medidnes  fcr 
those  who  most  need  the,  elderiy  and  disabled  Americans.  But  proposals  to  expand 
Americans'  access  tc  unsafe  or  ineffective  medidnes  like  Ihe  Crowley  and  Cobum 
amendments  ^ould  not  be  on  the  table;  it  Is  simple  unacceptable  to  cximpromise  the 
safety  standards  for  mealdr^  for  all  Americans. 

TTie  problem  with  re-importing  FDA-approved  drugs  made  in  the  U.S.  is  thai 
there  are  no  reasonably  effective  means  to  ensure  that  the  dnjgs  remain  safe  and 
effective.  As  the  two-year  House  Committee  investigation  documented  through  multiple 
hearings,  drugs  can  become  impotent  subpotent,  superpotent  or  even  toxic  during 
foreign  handling  and  shipping.  The  manufacturer  can  track  its  own  drug  accurately; 
third  parities  cannot  assess  whether  a  drug  really  was  made  in  an  FDA-approved 
fecility,  and  in  any  event  whether  it  was  handled  and  stored  property  since  then.  The 
manufacturer  has  every  incentive  tc  ensure  quality;  in  sddifcn  to  sustaining  severe 
damage  to  its  brand,  it  can  be  held  liable  for  economic,  non-economic  and  even  punitive 
damages  even  for  use  of  an  FDA-approved  medicine. 

A&  FDA  Commissioner  Jane  Henney  tesdiied  on  March  7  before  the  Senate 
Appropriations  Subcommittee  on  Agriculture  and  FDA^  the  FDA  has  safety  concerns 
even  regarding  imports  from  our  next-door  neighbor,  Canada.  She  explained  that 
Canada  could  be  used  as  a  "firont  for  courrterfeit  or  contaminated  products  becoming 
available,"  Even  with  my  background  and  training,  based  on  physical  inspection  alone, 
1  can't  tell  the  difference  between  an  authentic  drug  that  has  been  properiy  stored  and 
handled,  an  authentic  drug  that  has  not  been  properiy  stored  and  handled,  and  a 
counterfeit  medicine  that  looks  exactly  like  the  'real'  medicine  that  it  copies.  How  are 
Customs  Service  agents  with  a  dipboard  (but  without  sdentific  training)  at  Dulles 
International  Airport,  an  entry  point  atong  our  border  with  Mexico,  or  one  of  the  Great 
Lakes  ports  going  to  tell  the  difference?  Answer  they  won't  be  able  to  do  so.  It  cannot 
be  done  without  rigorous,  costly  and  time-consuming  sdentific  tests.  Simply  put,  ihe 
Gobum  and  Crowley  amendments  will  create  a  ghasfly  new  industry  of  people  making 
'Made  in  the  USA'  stickers  to  place  on  boxes  of  counterfeit  medidnes. 
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First  among  many  problems  wrth  allowing  Imports  by  anyone  of  medfcines  made 
m  FDA-approved  fadiHies  in  Canada  and  Mexico  is  tha  FDA  does  not  'approve 
laaTities'  in  any  country  for  ail  purposes.  Rather,  FDA  approves  mariceting  applications 
manufacturer-by-manufactLirer  and  product-by-product  The  law  allows  imports  of  an 
FDA-approved  medicine  oniy  if  it  is  made  in  a  fadiity  approved  for  that  particular 
medicine.  The  second  problem  is  that  so  iong  as  a  drug  was  manufactured  in  an  "FDA- 
approved  fadiity,"  the  FDA  would  literally  be  denied  the  authority  tc  prevent  the 
irnpcrtsticn  of  drugs  made  under  unsanitary  conditions  (FD&C  801  (a)(1),  or  drugs  that 
are  adulterated,  misbranded,  or  otherwise  in  violation  of  ait  the  rsquirsm.ents  tor  US- 
approved  drugs  (FD&C  801(a)(2).  Third,  the  FDA  lacks  the  resources  or  capalDiitty  to 
inspect  foreign  drug  manufacturers  adequately.  At  a  recent  House  Commerce 
Subcom'mjttee  hearing,  we  learned  that  even  though  drug  counterfeiting  is  widespread, 
FDA  has  inspected  only  one  of  every  four  foreign  drug  manufacturers  that  shipped  bv\k 
dmgs  to  the  U.S.  since  1998  (1,430  of  6,030),  and  that  it  haa  information  on  only  about 
1 8  percent  of  all  foreign  manuiacfcrers  shipping  to  the  U.S.  A.pparently  it  has  no 
Information  at  ail,  for  example,  awut  hundreds  of  Chinese  and  Indian  manufacturers 
that  ship  drugs  to  the  U .  S. 

As  my  fellow  former  FDA  Commissioner  David  Kessler  (now  Dean  of  the  Yale 
School  of  Medidne)  wnste  last  June  in  a  letter  to  Congress  opposing  importation 
legislation,  Itie  risks  of  counterfeit  or  adulterated  drugs  are  rising  for  Americans  with 
their  increasing  use  of  the  Internet  to  purchase  medidnes  from  around  the  world.  The 
FDA  is  the  gold  standard  fcr  safety  in  this  country,  but  it  (much  (ess  the  Customs 
Service)  cannot  guarantee  the  safety  and  effectiveness  of  imported  medidnes. 

In  light  of  the  serious  jeopardy  the  Crowley  and  Ccoum  amendments  would  pose 
to  American  consumers,  I  am  shocked  that  these  measures  were  adopted  without  a 
single  House  hearing,  and  in  disregard  of  the  prior  two-year  House  Subcommittee 
rnvesticaiion,  Commissioner  Henne/s  recent  testimony,  and  the  House  Commerce 
Subdjmmittee's  r^Kiant  counterfeit  hearing.  Fortunateiy,  the  Senate  has  not  yet  passed 
its  Agriculture  appropriations  bill,  so  opportunities  remain  to  protect  consumers  and  to 
base  legislation  firmly  on  fiacts  and  experts'  assessment  of  risk.  For  the  sake  of  the 
health  and  safety  of  all  Americans,  I  hope  the  Congress  will  reject  dangerous  proposals 
to  gut  the  protections  of  the  Prescription  Drug  Marketing  Act  and  expose  consume.-^  to 
unsafe  or  ineffective  medidnes,  and  instead  pursue  instead  other  approaches  that  do 
not  compromise  our  core  safety  standards. 


Sincerely, 


Jers  E.  Goyan,  Ph.  D. 


56 


June  22,  2868 


Senator  James  Jef  f  onls 
Chairman,  Senate  Cosnmittee 
On  HeaStti,  Education,  LaS^cr 
And  Pensions 

725  Hart  Senate  Gffics  Building 
UJashingto{i,OC  20518 

Dear  Senator  Jef fords. 


Thanic  you  for  the  opportunity  to  submit  comments  for  the 
record  for  the  hearing  on  Onsg  Safety  and  Pricing  which  you 
chaired  on  Tuesday,  June  3,  2088.  f  am  pleased  to  be  allowed  to 
submit  comments  because  of  my  strong  feelings  about  the  issue 
of  reimportation  of  prescription  drugs  into  the  United  States.  I 
an  concerned  as  both  a  Medicare  beneficiary  and  as  former 
Commissioner  of  the  Food  and  Onag  Bdministration.  My 
comments  are  attached. 


SincereSy, 


Jere  £.  Goyan7Ph.D. 
21 10  Sunshine  Point  Orlue 
Klnguiood,  Texas  77345 
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Comments  of  Jere  E.  6oyan,  Ph.D. 


fls  a  beneficiary  of  Medicare  and  former  Commissioner  of  the 
Food  and  Drug  Administration  (FOR),  I  am  yery  concerned  about 
the  proposed  reimportation  of  prescription  drugs  as  a  means  of 
decreasing  drug  costs  for  the  eiderSy  and  disabled  as  proposed  in 
S2S28  the  Medicine  Equity  and  Drug  Safety  Act  of  2888  . 1 
recognize  that  drugs  should  be  made  auatlabie  for  the  elderly 
and  the  disabled.  Houjeuer,  1  fear  that  the  proposed  solution 
mould  be  substituting  one  risk  factor  for  another.  Nouj,  some 
elderly  may  not  be  getting  the  drugs  that  are  needed.  Under  the 
proposed  plan,  they  may  be  getting  drugs  uihich  are  counterfeit, 
subpotent,  adulterated,  or  otherwise  dangerous. 

Tlie  source  of  my  concern  is  my  belief  that  uie  should  neuer 
underestimate  the  creatiuity  of  the  unscrupulous.  For  example, 
It  uias  only  a  feui  years  ago  that  the  FDR  discouered  that  some 
generic  drug  manufacturesjn  the  United  States  had  falsified 
euidence  needed  for  approual  of  their  drugs.  Steps  were  taken 
that  haue  probably  stopped  such  outrageous  and  potentially 
lethal  practices  In  the  generic  drug  industry  in  America. 
Howeuer,  a  few  days  ago,  I  read  in  the  newspapers  about  the 
seizure  of  condoms  uihich  had  been  imported  from  India  and 
repackaged  without  disclosing  their  origin.  Preuiously,  the  FDR 
had  found  that  these  condoms  did  not  meet  standards  and  had 
defects  including  holes.  Thus  problems  such  as  this  that  are 
caused  by  unscrupulous  actiuity  are  continuing  to  occur.  My 
fear  is  that  if  this  can  happen  to  something  as  simple  as        ^  ' 
condoms,  what  could  happen  to  drugs? 

Just  a  few  weeks  ago  the  Subcommittee  on  Quersight  and 
Inuestigatlons  of  the  Committee  on  Commerce  of  the  United 
States  House  of  Representatlues  held  hearings  on  counterfeit 
bulk  drags  and  the  threat  that  they  pose  to  the  American 
prescription  drug  supply.  At  that  hearing,  it  was  noted  that  the 
Ulortd  Health  Organization  estimates  that  between  58  and  78% 
or  the  drags  sold  in  third  wortd  countries  are  counterfeit.  The 
unscrapulous,  apparently,  haue  a  thrfuing  business. 
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also  at  this  hearing,  inhere  Dennis  Baker,  the  FDfl  Associate 
Commissioner  For  Regulatory  Affairs  testified,  it  mas  disclosed 
that  75%  (4)680  of  6,839)  foreign  drug  manufacturers  mho  haue 
shipped  fictfiue  Pharmaceutical  Ingredients  (APIs)  to  the  United 
states  haise  neuer  heen  inspected  by  the  FOR.  (Rctiue 
Phannaceuticai  Ingredients  are  the  part  of  the  medication  that 
is  responsshie  for  the  benenclai  effect.)  Mr.  Balcer  cited 
Insufficient  resources  and  other  problems  that  preuent  the  FDR 
from  maidng  the  appropriate  Inspections.  The  other  problems 
Include  the  imposssbiiity  of  making  iinannounced  Inspections 
because  of  uisa  requirements  in  many  countries  and  the 
impediments  of  language  translations  in  others. 

Bfthaugh  the  lack  of  FOR  superulslon  of  Imported  RPIs  is  an 
Important  issue,  until  ncui  it  has  not  posed  a  significant  problem 
for  the  American  public  because  there  Is  currently  a  ''safety 
net."  Namely,  American  pharmaceutical  companies  are  held 
responsible  for  the  efficacy  and  safety  of  medicines  uihich  they 
produce  from  these  APIs.  The  manufacturers  are  responsible  for 
their  own  quality  control,  and  they  perform  tests  that  ensure 
that  the  final  products  still  meet  the  standards  required  by  the 
FOfl.  In  addition,  American  companies  can  be  easily  Inspected  by 
the  FDA  and  are.  Indeed,  inspected  on  a  regular  basis. 

Although  more  can  and  should  be  done  to  control  the  quality  of 
APIs  that  are  imported  into  the  United  States,  this  problem  could 
become  less  significant  u^hen  compared  to  the  potential  flood  of 
coonterfeit  and  adulterated  products  that  uie  uiill  see  If 
Congress  passes  an  act  to  encourage  reimportation  of 
prescription  drugs.  If  this  legislation  passes,  health  care 
organizations,  pharmacies,  and  others  groups  ujilt  purchase 
these  drugs  but  will  seldom  haue  the  scientific  resources  or  the 
financial  motiuation  to  perform  the  appropriate  tests  to  assure 
safety  and  efficacy.  The  American  public  mill  no  longer  haue  the 
''safety  net"  that  currently  protects  them  from  the 
unscniputous. 

There  haue  been  proposals  from  the  proponents  of  this 
legislation  for  "guaranteeing"  the  safety  and  efficacy  of  the 
reimported  products.  For  example,  in  the  proposed  Senate  bill. 
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the  FDR  would  be  required  to  promulgate  regulations  to  ailoui 
reimportation  and  to  adopt  regulations  to  prouide  ''reasonable 
assurance"  of  safety  and  efficacy.  Houieuer,  the  legislation 
does  not  define  ''reasonable  assurance".  The  legislation  also 
directs  the  FOR  to  consider  "the  adequacy  of  the  regulatory 
structure  of  the  exporting  country"  in  determining  whether  or 
not  to  impose  additional  requirements  for  reimportation,  it 
appears  that  the  legislation  uiouid  require  the  FOR  to  interpret 
the  laufs  of  each  country  and  to  judge  their  ability  to  prouide 
the  "reasonable  assurance  of  safety  and  efficacy".  Houieuer, 
euen  if  the  agency  could  interpret  such  laws  and  regulations,  the 
FCa  is  already  on  record  as  stating  that  inspecting  companies 
that  produce  and  ship  RPIs  in  some  countries  is  impossible. 
Therefore,  although  the  language  of  the  laws  and  regulations 
might  be  adequate,  it  would  still  be  impossible  to  assure 
compliance.  lUe  would  haue  to  rely  on  the  exporting  country  to 
provide  sufficient  ouersight  to  satisfy  the  requirements  of  the 
United  States.  In  many  cases,  this  will  be  uniikely  to  occur,  in 
addition,  the  potential  ''political"  and  "diplomatic"  problems 
inuolued  in  interpreting  and  judging  the  laws  and  regulations  of 
other  countries  would  be  extraordinary. 

Other  problems  with  reimportation  that  need  to  be  addressed 
include  the  proper  storage  and  handling  of  the  drug  products  to 
auoid  potential  deterioration  or  contamination.  Euen  If  the 
tablet,  capsule,  or  injectable  product  initially  met  all  of  the 
standards  of  the  FOR,  it  might  not  do  so  after  inappropriate 
storage  and  handling.  It  has  been  suggested  that  a  complete 
"paper  trail"  could  be  required  to  assure  that  this  does  not 
happen.  Howeuer,  who  will  police  the  "paper  trail"?  How 
expensive  will  It  be  for  the  United  States*  Gouemment  to  do  so? 
I  can  not  estimate  the  cost,  but  I  suspect  that  this  attempt 
would  be  uery  expensiue  and  would  not  deter  unscrupulous 
actiuity.    Ulhy  not  just  use  that  money  to  provide  drugs  for 
Medicare  beneficiaries? 

The  issue  of  drug  costs  for  the  elderty  and  the  disabled  is  an 
important  one  and  ways  need  to  be  found  to  maKe  safe  and 
efficacious  drugs  auallable  to  all  patients  who  need  them. 
Unfortunately,  the  reimportation  of  drugs  seems  to  me  to  be  an 
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spproacSi  ufhich  ujould  only  lotoer  the  quality  of  drugs  in  the 
United  States  and  enrich  the  unscrupulous.  The  patient  uiould  be 
unau^are  that  they  might  be  at  risk  because  of  an  ineffectiue  or 
dangerous  drug  because  the  product  would  not  haue  to  be 
identified  as  reimported.  The  proposed  bill  would  allow  the 
reimportation  of  drugs  that  do  not  meet  the  requirements  of  the 
United  States  for  safety  and  efficacy  and  wouid  enable  the 
unscrupulous  producers  and  intermediaries  to  profit  from 
supplying  them  at  the  expense  of  flmencan  patients  who  may 
use  these  drugs. 

Last  year,  1  wrote  a  letter  to  the  editor  of  seueral  newspapers 
across  the  country  outlining  my  concerns  about  the  original  bill. 
I  am  attaching  a  copy  of  that  tetter  to  these  comments.  I  do  not 
belieue  that  the  new  biiC.S252a  adequately  addresses  those 
concerns.  I  urge  you  to  place  the  health  and  safety  of  Americans 
first  and  reject  legislation  that  calls  for  the  reimportation  of 
prescription  medicines. 

Thank  you  for  your  consideration  of  my  comments. 
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DAVID  A.  KSSSLEIL  MJ), 


The  Hoccjrable  Jormri.  Diageil 
232S  Haybuni  House  OfSca  Buiidins 
UniteifStsass  Housa  ofllsanssssitaiives 
Wasmagrcn-DC  2G515 

Dear  Rjnireseiiiaiiv^Diriseil: 

You  may  ressll  thai  tiaere  lias  been  a  comiiiuing  camiuvsray  about  die 
re-importatioi]  into  tiic  Vmtsd  States  of  prescsiptioti  drugs  mflimfecTarsd 
here  and  esiiorted  abroad  (so-caJled  "  Aaierican  Goods  Reruraed").  As  you 
know  lie  PrascriptiDii  Dreg  Markenag  Act  of  1987  (the  I^BiA),  P.  L.  100-293  (Apr. 
22,  198S),  of  -wiiidi  ycu  were  the  prtndpai  sponacr  in  the  House  prooibita  such 
reanoortation.  As  tacronncr  FDA  Cotniniasioner  who  oversaw  the  impleineEiatiDii  of 
rpanv  of  the  pfcvisions  of  the  PDMA,  I  -wEnied  you  to  know  of  mj  concsnis  shcvi  this 
issue. 

I  believe  the  prohibidon  on  re-importing  esported  drugs  ser/es  two 
critical  public  health  purposes:  (i)  pr5venrinE  the  mioductksB  inio 
U.  S ,  commerce  of  prescripticHi  drugs  that  may  have  beaa  improperiy 
jtored,  handled,  ai^d  shipped  overseas,  snd  (2)  reducing  the 
opportunities  for  iranartation  of  zovjstsrfeit  and  unapproved  prescipticn 
p.  I  know  yoQ  will  recall  that  the  Eseray  and  Conunercs  Coramirtee 
Q»^jcribed  these  purpcaea  in  its  repcn  acccmpanyins  the  bill  thai  became 
thePDMAj 

SpeciccaUy.  the  edstence  and  method  of  operaiioii  of  a  -wiiolcsale 
saJomazkst,  herein  referred  uo  as  the  "diversion  mazket,"  prevents . 
eflfective  controi  ov^  cr  even  roiaine  knowiedgs  of  the  tme  sources-of 
marciiandiBe  in  a  significant  niTmher  of  cases.  As  a  result 
pfaarmaccuticals  •widch.  have  been  mislabeled,  miabranded,  inmroperiy 
szored  or  shipped,  have  exceeded  tiiet  espiranon  dates,  or  are  bald 
counterfeiis,  are  iqesaai  into  the  national  distribution  system  &r 
ultimate  »1b  to  consumer... . 

A  Mgnmr^nt  voltme  of  phaimacaiticals  is  being  reimpoitai  to  the 
Uaired  States  as  American  Goods  RfitLtmed.  These  goods  present  a  health 
anti  safety  nsic  to  Amfirican  consumers  because  they  may  have  become 
3ubpctent  or  adulterated  during  ibreign  handling  and  shipping.  The 
ready  mancsc  -fat  reimports  has  alao  been  a  catalyst  Sat  the  pezpctraiiaa 
of  a  conommig  acnes  cf  d^uds  agaixut  American  roanTifamiraa,  and  has 
provided  the  cover  Ssrl^x  nspoitatics  of  counterifet  piaarTTWPJWiocals  nx 
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se'/erai  cases.  ^loracfver,  the  aazards  aaaogated  "wiih  r^anpcrts  have 
fcrcsd  the  Food  aad  Drug  Adminisiralitm  and  U.S.  Ciisioms  Service  to 
stjead  hjsgecdaml  sad  cfther  resourcas  tfast  are  soiaiy  aseded  in  oilier 
areas. 

Hsp.  No.  76,  lOOtb  Ceng.,  Ik  Sess.  6-7  (1987). 

Ill  1 986,  the  Overas33t  and  Investigations  Subcoinniittes  of  the  SuKgy  . 
and  ConniiK'cs  Cornndites,  whkh.  yoa  {^hairai,  descSjed  die  public  health 
and  safety  concarcs  of  aikjwing  'Aaiericaa  Goods  Iteturaed"  as  foilows; 

[rjbe  clear  and  -grssezi  danger  to  the  public  health  S^mreimported 
nhsrmaceirdcais  is  the  threat  thai  subpcteiff,  supsipotent,  impotsa:  or 
even  tojdc  substancss labeled  as  U.S.-prodiicsd  l^cad  dnigs  wSl  entsr 
fee  distsbution  system.  The  feremost  danger  comes  from  so-called 
■■'generic"  drugs  produced  in-  developing  countries  that  do  mit  ^vide 
product  patent  protecnon  for  pharmacsuticals. 

Uucaitsin  Kfitums:  The  Mjltiniillinn  Dollar  Maiicet  m  S^impoira 
phannacsuticala.  99th  Cong^-2nd  Sess.  23  (Coimn.  Print  99-<3G  19S6).  One 
weii-publiciaed  esample  involved  importanon  af  more  than  one  nnUion 
Gounrerfflir  birth  control  pills,  ccniplete  -with  counterfeit  packaging  and 
lah^'mv  Id.:  Dangerous  Medicine:  Tns  Bask  to  Americaa  Conoomgra  From 
PrscriDtionDrug  Diverson  and  Counteiieitins,  99th  Cong.,  23d  Seas.  22 
(ConKSL  Print  S9-Z  1986). 

■  my  view,  the  dangers  of  allowing  ra-imporiadoc  of  prescipnon 
drugs  may  be  even  arsaor  icday  than  they  were  in  19S6.  rav  ssampie, 
with  the  rise  of  Internet  pharmacies,  the  oppottunrties  fbr  illicit 
distribntton  of  aduitaraiBd  and  couflierfeit  produca  have  grown  well 
beyond  those  available  in  .prior  years.  Repealing  ^  pmhinidon  cm 
resmportstion  of  dcuga  would  remove  one  of  the  principal  staiiicciy 
tools  for  ijf^^^-ncr  yfjjii  this  jffGwing  issue. 

I  know  one  aipimeac  now  beiiig  niade  KM"  allowing  re-importat^ 
this  WDuid  make  lowerpriced  prescxiptiffli  drugs  available  to  U.S. 
consumes.  But,  your  Conuniitee  sfectrvely  rasutted  lliat  argument  ia 
19S6,  in  tems  th^  seem  to  me  to  be  equaDy  appiicabie  today. 

Phannacsaticals  re-icmcrted  by  div^rars  displace  Sill  pri«  alea  m 
the  wholssaie  mariceL  MorKTysK",  prices  to  uftimare  consmnera  are 
gsneraily  not  lowered  as  a  result  of  diveraion.  Eathsr,  the  pronxs  ^o 
to  the  various  midi£emen,  here  and  abroad,  whilB  ^msuniers  bear  the 
risk- 
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Uncsrtain  Rgturaa,  supra,  st  52  (enpiiasis  added).  See  also  Dangerous 
Medidne,  supra.  3t  25-26  ("there  is  little  or  no  signincant  beneSl  to 
ccnsumers  a-om  piiarmacsudcal  reiniijanadon,  and  there  are  ocvicus  costs 

terms  ofheatth  and  safcy  risks  aad  tils  uiuizadon  of  scares  FDA 
Tcscurcfis"). 

I  kapw  of  no  diacsed  drcamsEancas  that  require  eitbsr  a  shirt  in  YD  A 
pdiicy  or  the  -passags  cf  l^isiatioii  to  repeal  ?DMA.'3  pronibitioB  on 
re-imparting  drugs.  Funhermore,  I  believe  that  such  a  repeai  or  change 
in  policy  tvould  re-crsate  the  sufastantiai  ptibiic  heahh  risks  PDMA  was 
deaigaed  to  eliminate.  I  Tvculd  wdcoms  your  analysis  and  commears  on 
t'h-is  matter. 
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Ms.  Bello.  In  closing,  Mr.  Chairman  and  Senator  Wellstone, 
drug  import  proposals  would  not  contain  health  care  costs  to  con- 
sumer; regrettably,  would  jeopardize  their  health,  albeit  inten- 
tionally; and  are  not  a  substitute  for  what  seniors  really  need — pre- 
scription drug  coverage  with  good  choices  among  competing  private 
plans. 

Thank  you,  and  I  welcome  your  questions. 

The  Chairman.  Thank  you  very  much,  Ms.  Bello. 

[The  prepared  statement  of  Ms.  Bello  follows:] 

Prepared  Statement  of  Judith  H.  Bello 

Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for  the  opportunity  to 
share  the  views  of  the  research-based  pharmaceutical  industry  on  the  subject  of  pre- 
scription drug  costs.  Today,  the  40,000  scientists  in  our  research  labs  have  over  one 
thousand  medicines  in  development.  We  are  searching  for  a  cure  for  Alzheimer's  dis- 
ease, a  vaccine  for  HIV,  and  even  better  treatments  for  stroke,  heart  disease,  mul- 
tiple sclerosis,  Parkinson's  disease,  cystic  fibrosis,  various  forms  of  cancer,  and  many 
more  illnesses  For  some  patients,  these  medicines  mean  the  difference  between  life 
and  death.  For  others,  these  medicines  will  help  them  to  lead  happier  and  healthier 
lives. 

As  we  examine  prescription  drug  costs,  there  are  three  key  issues  that  I  would 
like  to  touch  on  todav.  First,  increased  prescription  drug  spending  is  driven  prin- 
cipally by  volume  and  new  medicines,  not  price.  Second,  prescription  drugs  provide 
extraordinary  value,  measured  in  many  ways.  They  keep  employees  on  the  job  and 
patients  productive  in  the  community;  they  help  people  avoid  disability,  surgery, 
nospitalizations,  and  nursing  home  care;  and  in  some  cases  they  decrease  the  total 
cost  of  caring  for  an  illness.  Third,  educating  patients  and  their  physicians  about 
available  medicines  helps  consimiers  make  more  informed  decisions  about  their 
health  care  treatment. 

FACTORS  AFFECTING  PRESCRIPTION  DRUG  SPENDING 

Prescription  drug  expenditures  are  increasing  because  people  value  these  products 
that  improve  their  health.  In  1999,  Americans  spent  $112  billion  on  prescription 
drugs.  This  was  an  18.8  percent  increase  over  the  previous  year.  Importantly,  only 
4.2  percentage  points  of  the  spending  increase  was  due  to  price  increases.  About 
three-quarters  of  the  growth,  or  14.6  percentage  points,  was  due  to  increases  in  vol- 
ume, and  the  use  of  newer  prescription  medicines  (see  Attachment  1). 

Many  find  it  surprising  that  when  compared  to  other  countries,  U.S.  pharma- 
ceutical spending  as  a  portion  of  total  health  expenditures  is  relatively  low.  An  anal- 
ysis by  the  Organization  for  Economic  Cooperation  and  Development  (OECD)  found 
that  pharmaceutical  spending  represents  about  10  percent  of  health  care  expendi- 
tures in  the  United  States,  compared  to  26.9  percent  in  Portugual,  21.2  percent  in 
Japan,  and  16.7  percent  in  the  United  Kingdom  (see  Attachment  2). 

U.S.  prescription  drug  spending  and  spending  growth  reflects  many  factors  includ- 
ing: 

New  Therapies  and  Better  Therapies — The  pharmaceutical  industry  has  made 
dramatic  advances.  In  the  last  decade  alone,  there  have  been  370  new  drugs,  bio- 
logics,  and  vaccines  helping  patients  with  a  wide  variety  of  diseases  including  heart 
disease,  cancer,  stroke,  Alzheimer's  disease,  and  HIV/AIDS.  This  compares  with  239 
new  medicines  in  the  decade  of  the  1980s.  When  you  look  at  1999  alone,  the  indus- 
try brought  35  new  medicines  to  patients  including  a  twice-a-day  drug  for  AIDS,  two 
new  treatments  for  breast  cancer  (which  afflicts  8  million  American  women),  and 
a  new  drug  for  Parkinson's  disease  (affecting  one  out  of  100  Americans  age  60  and 
over). 

Longer  Lives — Patients  are  Uving  longer,  thanks  in  part  to  new  drug  discoveries. 
In  1900,  the  average  life  expectancy  was  47  years.  By  contrast,  a  child  bom  today 
can  expect  to  Uve  until  almost  80.  In  fact,  every  five  years  since  1965,  roughly  one 
additional  year  has  been  added  to  average  Ufe  expectancy  at  birth.  By  the  year 
2005,  nearly  30%  of  the  U.S.  population  will  be  50  years  or  older  (see  Attachments 
3  and  4).  Today,  the  fastest  growing  age  group  in  America  is  seniors  over  age  85. 

Changes  in  Treatment— Changes  in  approaches  to  treatment  increase  the  use 
of  prescription  drugs.  For  example,  the  American  Diabetes  Association  lowered  its 
recommendation  for  defining  diabetes  to  a  blood  glucose  level  of  126  m^dl  instead 
of  140  mg/dl  (see  Attachment  5).  This  means  that  more  patients  are  being  treated 
for  diabetes,  physicians  are  prescribing  more  diabetes  medications,  and  overall  drug 
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spending  is  increasing.  This  also  means  that  these  patients  are  receiving  better 
care. 

Likewise,  the  medical  community  has  developed  guidelines  that  are  much  more 
aggressive  in  the  treatment  of  high  cholesterol.  Patients  now  strive  for  low  density 
Upoprotein  (LDL)  levels  of  less  than  100  mg/dl,  instead  of  130  mg/dl  (see  Attach- 
ment 6).  By  working  to  meet  these  guidelines,  physicians  are  treating  patients  more 
aggressively.  This  increases  the  volimie  of  medications  adding  to  overall  prescription 
drug  spending. 

THE  VALUE  OF  PHARMACEUTICALS 

Medicines  can  save  lives,  relieve  pain,  and  cure,  prevent,  or  treat  disease.  Pre- 
scription medicines  are  often  the  most  cost-effective,  least  invasive,  value-added 
form  of  health  care,  offering  benefits  to  individuals  and  society.  Prescription  drugs 
can  improve  health  outcomes  and  eliminate  the  need  for  more  expensive  treatment, 
such  as  hospitalization  and  surgery.  From  infancy  through  old  age,  pharmaceuticals 
are  helping  Americans  lead  longer,  healthier,  and  more  productive  lives.  The  follow- 
ing examples  illustrate  this  important  point: 

•  Vaccines  and  medicines  have  had  a  dramatic  impact  on  the  death  rate  from 
early  infancy  diseases.  Eighty  years  ago,  one  out  of  ten  babies  died  before  their  first 
birthday.  Today,  more  than  99  percent  of  American  babies  live  to  see  their  first 
birthday. 

•  Antibiotics  and  vaccines  have  virtually  wiped  out  such  diseases  such  as 
diptheria,  syphilis,  whooping  cough,  measles  and  polio  in  the  U.S. 

•  The  influenza  epidemic  of  1918  killed  more  people  than  all  the  battles  fought 
during  World  War  1.  Since  that  time,  medicines  have  helped  reduce  the  combined 
U.S.  death  rate  from  influenza  and  pnexmionia  by  85  percent. 

•  Over  the  past  30  years,  innovative  medicines  have  helped  reduce  deaths  from 
heart  disease  and  stroke  by  half,  enabling  4  million  Americans  to  live  longer,  better 
lives. 

•  New  drugs  are  providing  vast  improvements  in  the  treatment  of  HIV/AIDS.  The 
National  Center  for  Health  Statistics  announced  on  October  5,  1999,  that  HIV/AIDS 
mortality  has  declined  more  than  70  percent  since  1995,  and  AIDS  cases  are  no 
longer  among  the  top  15  causes  of  death,  a  faU  from  8th  place  in  1996.  Overall,  the 
age-adjusted  death  rate  from  HIV  infection  is  the  lowest  since  1987. 

•  Since  1965,  drugs  have  helped  cut  emphysema  deaths  by  57  percent  and  ulcer 
deaths  by  72  percent. 

Medicines  have  not  only  saved  lives,  but  they  have  improved  the  quality  of  life 
for  millions  of  Americans.  They  also  improve  health  outcomes  and  reduce  total 
health  care  costs  by  keeping  people  out  of  hospitals,  emergency  rooms,  and  nursing 
homes  and  on  the  job  and  in  their  homes.  For  example: 

•  A  study  conducted  at  the  Veterans  Administration  Medical  Center  in  Dallas 
found  that  spending  on  anti-viral  drugs  for  AIDS  patients  doubled  between  1995 
and  1997,  but  that  the  average  total  treatment  cost  per  patient  dropped  by  nearly 
two- thirds. 

•  A  recent  study  found  that  stroke  patients  treated  with  a  clot-dissolving  drug  are 
less  likely  to  require  hospitaUzation,  rehabilitation,  or  long  term  care.  This  drug 
treatment  not  only  improved  the  quality  of  life  for  patients  and  their  families,  it 
saved  on  average  more  than  $4,400  for  every  patient  treated. 

•  A  new  drug  for  migraine  headache  was  found  to  cost  $44  per  employee  each 
month,  but  saves  employers  $435  per  employee  each  month  due  to  a  reduction  in 
lost  productivity. 

•  A  study  published  in  the  Journal  of  the  American  Medical  Association  found 
that  a  routine  chicken  pox  vaccination  program  in  the  U.S.  would  save  $393  million 
a  year  in  productivity  costs. 

Thanks  to  innovative  medicines,  people  with  diabetes  can  lead  active  lives,  chil- 
dren with  asthma  can  play  sports,  senior  citizens  can  lead  active  lives  in  spite  of 
Parkinson's  disease,  people  with  depression  can  enjoy  life  and  people  being  treated 
for  cancer  can  take  anti-nausea  drugs  to  avoid  the  side  effects  of  treatment. 

EDUCATING  PATIENTS  AND  THEIR  PROVIDERS 

More  than  1,000  new  medicines  are  in  development  to  treat  hundreds  of  serious 
diseases.  But  those  medicines  will  not  be  of  value  unless  they  are  prescribed  by  doc- 
tors and  used  by  patients  who  need  them.  In  the  U.S.  today,  millions  of  patients 
go  undiagnosed  and  untreated  for  a  wide  range  of  diseases.  Direct-to-consumer  ad- 
vertising empowers  patients,  and  helps  solve  the  problems  of  under-diagnosis  and 
under-treatment.  While  direct-to-consumer  advertising  prompts  people  to  seek  pro- 
fessional help,  it  does  not  dictate  the  outcome  of  the  doctor  visit  or  the  kind  of  help 
patients  eventually  receive.  That's  up  to  the  doctor,  who  still  holds  the  prescribing 
pen. 
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Patients  like  direct-to-consumer  advertising  because  it  enables  them  to  have  more 
informed  discussions  with  their  doctors.  This  information  also  triggers  some  patients 
to  see  their  doctors  for  treatments  that  might  othenvise  go  undiagnosed  and  un- 
treated. For  example,  according  to  the  American  Diabetes  Association,  there  are  6 
million  Americans  with  diabetes  who  don't  know  they  have  the  disease.  One  third 
of  the  people  with  major  depression  seek  no  treatment.  Millions  of  Americans  are 
estimated  to  have  high  blood  pressure  and  don't  know  about  it.  By  telling  people 
about  the  symptoms  of  such  diseases  and  by  assuring  them  that  effective  treatments 
are  available,  direct-to-consumer  advertising  can  improve  pubUc  health  and  save 
lives. 

A  1999  survey  by  Prevention  Magazine  found  that  direct-to-consumer  advertising 
prompted  an  estimated  24.7  million  Americans  to  talk  to  their  doctors  about  a  medi- 
cal condition  or  illness  they  had  never  discussed  with  a  physician  before.  The  survey 
found  that  76  percent  of  Ainericans  think  DTC  ads  help  them  become  more  involved 
in  their  own  health  care.  That's  good  news  for  patients. 

Some  skeptics  prefer  a  "Don't  Tell,  Don't  Ask"  policy.  That  is,  "Don't  Tell"  patients 
and  their  providers  about  new  treatment  options  so  they  "Don't  Ask"  for  the  latest 
available  medicines.  We  beheve  that  patients  and  their  physicians  should  be  well- 
informed  about  all  of  their  available  options.  Then  together,  they  can  decide  on  the 
best  treatment. 

Finally,  it  is  important  to  emphasize  that  our  investment  in  educating  patients 
and  their  providers  through  advertising  does  not  replace  research  dollars.  This  year 
alone,  our  industry  will  invest  $26.4  billion  in  research  and  development  of  new 
medicines.  This  compares  to  $13.9  billion  in  spending  on  marketing  last  year,  ac- 
cording to  IMS  Health-over  half  of  which  was  spent  on  free  drug  samples  for  doctors 
to  give  patients. 

CONCLUSION 

Prescription  drug  spending  continues  to  increase  because  new  medicines  help  pa- 
tients hve  longer,  happier,  healthier,  and  more  productive  hves.  In  Congress  today, 
there  are  many  proposals  to  lower  prescription  drug  "costs."  Before  legislating  to 
lower  the  "cost"  of  pharmaceuticals,  I  encourage  you  to  consider  the  impact  of  your 
decision  on  the  "cost"  to  patients  and  society  if  this  legislation  chills  and  delays  de- 
velopment of  new  medicines. 

Alzheimer's  disease  provides  a  chilling  example.  Four  milUon  people  in  the  U.S. 
are  diagnosed  with  Alzheimer's  disease.  Many  more  are  undiagnosed  or  in  beginning 
stages.  As  former  First  Lady  Nancy  Reagan  has  said,  "That's  probably  the  worst  dis- 
ease you  can  ever  have.  Because  you  lose  contact  and  you're  not  able  to  share."  Ac- 
cording to  the  Alzheimer's  Association,  the  disease  costs  the  U.S.  over  $100  billion 
a  year;  nursing  home  care  costs  alone  average  $42,000  per  patient  a  year;  and  just 
last  week,  The  Washington  Post  reported  that  experts  fear  an  Alzheimer's  epidemic 
affecting  over  22  million  people  worldwide  in  the  next  25  years. 

But  the  "cost"  of  Alzheimer's  disease  may  soon  decrease  because  of  the  pharma- 
ceutical industry's  commitment  to  research  and  development.  There  are  three  drugs 
approved  by  the  FDA  to  treat  mild  to  moderate  Alzheimer's  patients  today  and 
pharmaceutical  companies  are  currently  testing  16  drugs  to  treat  the  disease.  To- 
morrow's new  drugs  will  only  increase  the  value  that  pharmaceuticals  bring  to  pa- 
tients, the  health  care  system,  and  society  as  a  whole. 
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The  Chairman.  Dr.  Grolenski,  it  has  just  been  announced  that  we 
have  a  vote  on  now,  so  we  will  hear  your  testimony,  and  then  I  will 
recess  and  we  will  come  back  for  questions. 

I  appreciate  your  testimony  very  much;  please  proceed. 

Mr.  GOLENSKI.  Thank  you  very  much. 

Mr.  Chairman  and  Senator  Wellstone,  my  name  is  John 
Gk)lenski.  I  am  executive  director  of  Rx  Health  Value,  a  coalition 
of  consumer  organizations,  labor  unions,  physician  groups,  phar- 
macists, insurers,  business  groups,  large  employers,  and  concerned 
individuals,  recently  formed  to  address  questions  of  the  value  of 
prescription  drugs. 

Current  membership  in  the  coalition  includes:  AARP,  Families 
USA,  the  National  Consumers  League,  the  Senior  Coalition,  the 
AFL-CIO,  UAW,  SEIU,  AFSCME,  the  American  College  of  Physi- 
cians, the  American  Medical  Group  Association,  the  Lahey  Clinic, 
the  American  Hospital  Association,  Blue  Cross/Blue  Shield  Associa- 
tion of  America,  the  Alliance  of  Community  Health  Plans,  Kaiser 
Permanente,  the  Academy  of  Managed  Care  Pharmacists,  PCS 
Health  Systems,  the  Washington  Business  Group  on  Health,  the 
Midwest  Business  Group  on  Health,  the  Pacific  Business  Group  on 
Health,  General  Motors,  Ford,  GTE,  and  US  West. 

In  its  recent  New  York  Times  article  about  RX  Health  Value, 
Milton  Freudenheim  reported  that  the  coalition's  combined  organi- 
zations represent  approximately  135  million  Americans'  interest  in 
assessing  and  securing  value  for  the  resources  they  expend  through 
taxes,  deferred  wages,  and  direct  purchase  for  prescription  drugs. 

I  could  tell  you  that  the  reasons  for  the  establishment  of  Rx 
Health  Value  were  a  variety  of  sources  coming  from  the  different 
members  of  the  coalition.  Those  reasons  could  be,  of  course,  the  po- 
tential for  new  benefits  under  Medicare  legislation;  other  reasons 
could  be  the  increased  insurance  coverage  of  drugs  and  hence  the 
increased  cost  to  premiums  to  consumers.  Another  reason  could  be 
the  introduction  of  DTC  or  direct-to-consumer  advertising,  requir- 
ing increased  and  improved  information  for  consumers. 

But  the  real  reason,  the  originating  cause  of  Rx  Health  Value, 
was  a  request  by  the  medical  directors  of  the  various  medical 
groups  and  health  plans  represented,  identifying  as  a  key  issue  of 
quality  and  access  for  their  patients  the  increased  cost  of  medica- 
tion, particularly  for  seniors. 

Rx  Health  Value's  core  mission  is  to  ensure  Americans  access  to 
health-improving  medications.  The  members  of  Rx  Health  Value 
believe  that  current  trends  in  utilization  and  costs  of  prescription 
drugs  threaten  the  long-term  ability  of  necessary  pharmaceutical 
therapies. 

The  results  of  the  Brandeis-PCS  sponsored  by  Rx  Health  Value 
and  just  described  by  my  colleague.  Dr.  Wallack,  point  to  the  rea- 
sons for  the  urgency  and  enthusiasm  with  which  the  coalition 
members  are  working  to  develop  both  private  and  public  sector  rec- 
ommendations. 

In  its  recent  plenary  sessions,  the  members  of  the  coalition  have 
committed  themselves  through  consensus  vote  to  the  following 
strategies:  first,  sponsoring  research  to  inform  and  educate  con- 
sumers primarily,  providers,  employers,  and  third-party  payers 
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about  the  benefits  and  costs  of  prescription  drugs  as  they  contrib- 
ute to  overall  health;  second,  proposing  solutions  both  in  the  pri- 
vate and  public  sectors  in  the  market  for  prescription  drugs  that 
encourage  competition,  foster  appropriate  and  safe  utilization  of 
drugs,  and  encourage  innovation  that  improves  on  currently  avail- 
able therapies;  and  third,  encouraging  the  creation  of  independent, 
science-based  institutions  to  conduct  clinical  research  regarding  the 
comparative  value  of  drugs  within  therapeutic  classes. 

Members  of  the  committee  have  just  heard  a  report  on  the  first 
sponsored  research.  At  Rx  Health  Value's  inaugural  press  con- 
ference at  the  National  Press  Club  in  May,  the  coalition  also  pre- 
sented its  first  three  consensus  recommendations,  and  I  will  pro- 
vide you  with  copies  of  the  letter  to  the  Food  and  Drug  Administra- 
tion. They  are,  first,  that  the  FDA,  in  a  collaborative  process  with 
consumer  and  patient  advocates,  providers  and  manufacturers,  de- 
velop standards  for  full  disclosure  of  risks  and  benefits  information 
for  all  prescription  drugs  that  are  advertised  directly  to  consumers. 
My  understanding  is  that  the  FDA  has  recently  announced  a  pe- 
riod of  hearings  around  that  issue. 

The  second  recommendation  is  that  the  FDA  require  improved 
postmarketing  surveillance  of  prescription  drugs  by  manufacturers, 
especially  of  fast- track  medications,  to  monitor  adverse  drug  reac- 
tions. 

The  third  recommendation  is  that  independent,  nonprofit  insti- 
tutes, governed  by  boards  with  substantial  consumer  participation, 
conduct  and  publish  scientific  research  regarding  the  comparative 
value,  clinical  and  economic,  of  prescription  drugs. 

In  addition,  an  expert  panel  of  coalition  members'  staff  are  pre- 
paring a  set  of  recommendations  for  end-of-summer  release  regard- 
ing the  issue  of  intellectual  property  rights,  patents,  patent  exten- 
sions, and  exclusivity  as  they  impact  competitiveness  in  the  phar- 
maceutical market.  The  coalition  expects  to  continue  further  policy 
research  and  construction  of  recommendations  into  the  next  year. 

It  is  the  conviction  of  the  participating  stakeholders  in  Rx  Health 
Value  that  only  a  vigorous,  open,  and  information-rich  dialogue  can 
answer  the  question  of  value  and  secure  access  to  health-improving 
prescription  drugs  for  all  Americans.  They  have  convened  this  ef- 
fort to  advance  their  shared  interest  in  increasing  the  amount  and 
quality  of  independent  information  available  to  guide  treatment, 
coverage  and  policy  decisions  and  to  inform  consumers  who  increas- 
ingly seek  information  about  their  own  health  choices. 

Rx  Health  Value  aims  to  be  available  to  Congress,  the  adminis- 
tration. State  legislatures,  and  the  public  to  provide  balance  in  the 
public  policy  debate  with  a  focus  on  the  value  of  pharmaceuticals. 

Mr.  Chairmam,  thank  you  for  giving  me  this  opportunity  to  tes- 
tify today.  I  will  be  available  for  questions. 

[The  prepared  statement  of  Mr.  Grolenski  follows:] 

Prepared  Statement  of  John  D.  Golenski,  Ed.D. 

Mr.  Chairman  and  members  of  the  Committee,  my  name  is  John  Golenski.  I  am 
Acting  Executive  Director  of  Rx  Health  Value,  a  coalition  of  consumer  organizations, 
labor  unions,  physician  groups,  pharmacists,  insurers,  business  groups,  large  em- 
ployers, and  concerned  individuals  recently  formed  to  address  questions  of  the  value 
of  prescription  drugs.  Current  membership  in  the  coalition  includes  AARP,  Families 
USA,  the  National  Consiuners  League,  the  Senior  Coalition,  the  AFL-CIO,  UAW, 
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SEIU,  AFSCME,  the  American  College  of  Pysicians,  the  American  Medical  Group 
Association,  the  Lahey  Clinic,  the  American  Hospital  Association,  Blue  Cross  Blue 
Shield  Association  of  America,  the  Alhance  of  Community  Health  Plans,  Kaiser 
Permanente,  the  Academy  of  Managed  Care  Pharmacists,  PCS  Health  Systems,  the 
Washington  Business  Group  on  Health,  the  Midwest  Business  Group  on  Health,  the 
Pacific  Business  Group  on  Health,  General  Motors,  Ford,  GTE,  and  USWest.  In  his 
recent  New  York  Times  article  about  the  coahtion,  Milton  Freudenheim  reported 
that  Rx  Health  Value's  combined  organizations  represent  approximately  135  million 
Americans'  interest  in  assessing  and  seciuing  value  for  the  resources  they  expend — 
through  taxes,  deferred  wages  and  direct  purchase-for  prescription  drugs. 

Rx  HealthValue's  core  mission  is  to  ensure  Americans'  access  to  health  improving 
medications.  The  members  of  Rx  Health  Value  beUeve  that  current  trends  in  utihza- 
tion  and  costs  of  prescription  drugs  threaten  the  long-term  availability  of  necessary 
pharmaceutical  therapies.  The  results  of  the  Rx  HealthValue-sponsored  Brandeis- 
rCS  study  just  described  by  my  colleague.  Dr.  Stanley  Wallack,  point  to  the  reasons 
for  the  lu-gency  and  enthusiasm  with  which  the  coalition  members  are  working  to 
develop  both  private  and  pubUc  sector  recommendations.  In  recent  plenary  sessions, 
Rx  Health  Value  members  have  committed  the  coahtion,  through  consensus  vote,  to 
the  following  strategies: 

•  Sponsoring  research  to  inform  and  educate  consumers,  providers,  employers  and 
third-party  pavers  about  the  benefits  and  costs  of  prescription  drugs  as  they  contrib- 
ute to  overall  health; 

•  Proposing  solutions  in  the  market  for  prescription  drugs  that  encourage  com- 
petition, foster  appropriate  and  safe  utihzation  of  drugs  and  encourage  innovation 
that  improves  on  ciirrently  available  therapies;  and 

•  Encouraging  the  creation  of  independent,  science-based  institutions  to  conduct 
clinical  research  regarding  the  comparative  value  of  drugs  within  therapeutic  class- 
es. 

Members  of  the  Committee  have  just  heard  a  report  of  the  first  sponsored  re- 
search. At  Rx  HealthValue's  inaugural  press  conference  at  the  National  Press  Club 
on  May  10,  the  coalition  also  presented  its  first  three  consensus  recommendations: 

1.  That  the  FDA,  in  a  collaborative  process  with  consumer  and  patient  advocates, 
providers  and  manufacturers,  develop  standards  for  full  disclosure  of  risks  and  ben- 
efits information  for  all  prescription  drugs  advertised  directly  to  consiuners. 

2.  That  the  FDA  require  improved  post-marketing  surveillance  of  prescription 
drugs  by  manufacturers,  especially  of  "fast-track"  medications,  to  monitor  adverse 
drug  reactions  (ADRs). 

3.  That  independent,  non-profit  institutes,  governed  by  boards  with  substantial 
consumer  participation,  conduct  and  pubhsh  scientific  research  regarding  the  com- 
parative value — cUnical  and  economic — of  prescription  drugs. 

In  addition,  an  expert  panel  of  coahtion  members'  staff  are  preparing  a  set  of  rec- 
ommendations for  end-of-simimer  release  regarding  the  issues  of  intellectual  prop- 
erty rights,  patents,,  patent  extensions  and  exclusivity  as  they  impact  competitive- 
ness in  the  pharmaceutical  market.  The  coahtion  expects  to  continue  further  pohcy 
research  ana  construction  of  recommendations. 

It  is  the  conviction  of  the  participating  stakeholders  in  Rx  Health  Value  that  only 
a  vigorous,  open  and  information-rich  dialogue  can  answer  the  question  of  value  and 
secure  access  to  health-improving  prescription  drugs  for  all  Americans.  They  have 
convened  this  effort  to  advance  tneir  shared  interest  in  increasing  the  amount  and 
quality  of  independent  information  available  to  guide  treatment,,  coverage,  and  pol- 
icy decisions  and  to  inform  AhO  OWA  consumers  who  increasingly  seek  information 
about  their  own  health  choices.  Rx  HealthValue  aims  to  be  available  to  Congress, 
state  legislatures,  and  the  pubhc  to  provide  balance  in  the  pubhc  pohcy  debate  with 
a  focus  on  the  value  of  pharmaceuticals. 

Mr.  Chairman,  thank  you  for  giving  me  the  opportunity  to  testify  today. 

The  Chairman.  Thank  you  very  much. 
Welcome,  Senator  Collins. 

[The  prepared  statement  of  Senator  Collins  follows:] 
Prepared  Statement  of  Senator  Collins 

Mr.  Chairman,  the  1990s  witnessed  dramatic  breakthroughs  by 
the  pharmaceutical  industry  that  have  helped  reduce  deaths  and 
disability  from  heart  disease,  cancer,  AIDS,  and  many  other  dis- 
eases. As  a  consequence,  millions  of  people  around  the  world  are 
leading  longer,  healthier,  and  more  productive  lives.  A  cornucopia 
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of  new  drugs  are  now  on  the  market,  offering  vast  improvements 
over  older  therapies. 

These  new  medical  miracles,  however,  often  come  with  hefty 
price  tags,  raising  the  vexing  question  of  how  both  patients  and 
public  and  private  health  plans  can  continue  to  pay  for  them.  Ac- 
cording to  the  Health  Care  Financing  Administration  (HCFA),  drug 
spending  increases  from  1995  to  1999  were  between  9.8  percent 
and  13.7  percent  annually.  Other  estimates  are  double  that 
amount. 

While  people  65  and  older  account  for  14  percent  of  the  U.S.  pop- 
ulation, they  consume  approximately  35  percent  of  all  prescription 
drugs,  averaging  18  prescriptions  per  person  annually.  Medicare 
beneficiaries  with  one  or  more  chronic  conditions,  such  as  heart 
disease  or  diabetes,  are  often  particularly  reliant  on  prescription 
drugs. 

Prescription  drugs  are  as  important  to  a  Medicare  beneficiaries' 
health  today  as  a  hospital  bed  was  in  1965,  when  the  program  was 
created. 

Medicare  clearly  should  be  restructured  to  reflect  those  changes. 
Drugs  that  are  routinely  prescribed  today  to  regulate  blood  pres- 
sure, lower  cholesterol,  or  ward  off  osteoporosis  were  not  even  in- 
vented when  Medicare  began.  With  recent  advances  in  research, 
prescription  drugs  are  playing  an  increasingly  important  role  in 
medical  treatment.  They  can  literally  be  a  lifeline  for  patients 
whose  drug  regimen  protects  them  from  becoming  sicker  and  re- 
duces the  needs  to  treat  serious  illness  through  hospitalization  and 
surgery. 

As  Congress  explores  ways  to  modernize  the  Medicare  program, 
the  escalating  costs  and  increasing  therapeutic  importance  of  pre- 
scription drugs  makes  it  all  the  more  important  for  us  to  expand 
Medicare  coverage  to  make  them  more  affordable  for  our  Nation's 
seniors,  the  group  that  uses  and  needs  them  the  most. 

As  we  work  to  find  ways  to  provide  more  affordable  access  to  pre- 
scription drugs  for  our  Nation's  seniors,  it  is  important  that  we  un- 
derstand the  forces  that  are  driving  the  increase  in  prescription 
drug  costs.  Once  again,  I  thank  the  Chairman  for  convening  this 
hearing  and  look  forward  to  the  testimony  of  our  witnesses. 

The  Chairman.  As  I  mentioned,  I  will  now  recess  the  committee 
so  that  Senator  Wellstone  and  I  can  run  to  the  floor  to  vote  and 
then  return. 

We  will  stand  in  recess  for  a  few  minutes.  [Recess.] 
The  hearing  will  come  to  order. 

Before  we  get  started  again,  I  will  recognize  Senator  Kennedy. 
Opening  Statement  of  Senator  Kennedy 

Senator  Kennedy.  Thank  you,  Mr.  Chairman. 

I  know  we  want  to  hear  from  our  witnesses,  and  we  apologize  for 
running  back  and  forth  to  vote.  I  want  to  thank  you,  Mr.  Chair- 
man, for  holding  this  hearing  and  I  thank  all  of  our  witnesses  for 
adjusting  their  schedules  to  accommodate  the  votes  in  the  Senate. 

With  your  permission,  Mr.  Chairman,  I  will  include  my  full 
statement  in  the  record. 

I  think  we  are  attempting  to  deal  with  two  broad  issues.  One  is 
coverage,  and  the  second  is  reasonable  prices.  We  want  coverage 
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that  is  affordable,  that  is  certain,  that  is  predictable  and  depend- 
able and  reliable.  That  is  absolutely  essential  so  there  can  be  a 
sense  of  confidence  in  the  coverage  provided  by  Congress.  We  also 
want  prescription  drugs  available  at  affordable  prices.  What  we 
have  seen,  as  you  have  been  hearing  and  as  the  charts  indicate,  is 
that  over  the  last  5  years,  the  cost  of  drugs — not  necessarily  the 
price — has  increased  significantly.  High  costs  particularly  impact 
our  elderly  citizens,  many  of  whom  live  on  fixed  incomes.  As  costs 
increase,  senior  citizens  must  spend  a  larger  percentage  of  their  in- 
come for  the  same  medications. 

I  would  also  draw  attention,  Mr.  Chairman,  to  PHRMA's  ad, 
which  says  "Private  drug  insurance  lowers  prices  30  to  39  percent. 
Shouldn't  seniors  have  it?"  The  ad  suggests  that  the  costs  that  are 
being  paid  by  our  seniors  are  anywhere  from  30  to  39  percent 
above  what  they  should  be  paying. 

In  my  statement,  I  mention  the  Merrill  Lynch  study  which 
showed  that  the  coverage  of  all  of  our  seniors  with  a  comprehensive 
Medicare  prescription  drug  benefit,  with  a  40  percent  reduction  in 
the  cost  of  prescription  drugs,  would  only  reduce  the  total  profits 
of  the  drug  industry  by  3  percent. 

We  are  starting  from  a  point  where  our  senior  citizens  have  im- 
portant needs,  and  we  now  have  meaningful  insights,  I  think,  into 
what  needs  to  be  done  to  address  their  concerns.  We  need  to  pro- 
vide them  with  a  Medicare  prescription  drug  benefit,  and  we  have 
to  make  affordable  pricing  available  to  our  citizens.  Our  challenge 
is  how  to  accomplish  this  in  the  best  and  most  effective  way.  So 
I  join  with  you,  Mr.  Chairman,  in  hoping  that  we  are  able  lo  do 
so. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Senator  Kennedy  follows:] 
Prepared  Statement  of  Senator  Kennedy 

I  commend  Senator  Jeffords  for  holding  this  additional  hearing 
on  the  cost  of  prescription  drugs.  There  is  growing  support  in  Con- 
gress to  pass  an  effective  prescription  drug  benefit  to  reduce  the 
heavy  financial  burden  imposed  on  senior  citizens  by  high  drug 
costs. 

Senior  citizens  pay  too  much  for  prescription  medications.  Drug 
costs  are  too  high.  They  are  unjustified  and  must  come  down.  The 
best  way  to  reduce  drug  prices  and  enable  older  Americans  to  ob- 
tain the  medications  they  need  at  a  price  they  can  afford  is  by  of- 
fering insurance  coverage  under  Medicare. 

Congress  should  pass  a  Medicare  prescription  drug  benefit  that 
covers  all  senior  citizens,  provides  both  basic  and  catastrophic  cov- 
erage, and  is  affordable.  Senate  Democrats  have  introduced  such 
legislation.  Under  our  proposal,  all  seniors  and  people  with  disabil- 
ities who  lack  drug  coverage  today  would  have  coverage.  All  Medi- 
care beneficiaries  would  have  the  option  of  a  reliable  benefit,  in- 
cluding those  in  rural  and  under-served  areas.  There  would  be  no 
deductible  and  50  percent  coinsurance  up  to  $5,000  in  costs  when 
fully  phased  in.  Total  out-of-pocket  spending  would  be  limited  to 
$4,000  a  year.  Senior  citizens  with  current  coverage  through  man- 
aged care  plans,  retirement,  plans,  or  other  plans  can  keep  their 
current  coverage  if  they  wish  to  do  so. 


78 


By  contrast,  the  House  Republican  plan  fails  to  guarantee  Medi- 
care beneficiaries  that  they  will  get  the  help  they  need  to  pay  for 
prescription  medications.  It  provides  a  government  subsidy  to  in- 
surance companies,  a  limited  subsidy  to  low  income  senior  citizens, 
and  a  high  limit  on  out-of-pocket  spending  of  $6,000.  It  relies  on 
the  insurance  industry  to  sell  policies  that  the  industry  is  clearly 
reluctant  to  offer.  Nevada  passed  a  similar  law  a  year  ago  -  and 
insurance  companies  are  not  signing  up.  The  Health  Insurance  As- 
sociation of  America  has  said  that  the  coverage  anticipated  by  the 
Republican  proposal  is  "virtually  impossible  for  insurers  to  offer  to 
seniors  at  an  affordable  premium." 

And  the/re  not  alone.  Ask  any  of  the  dozens  of  senior  citizens 
organizations — ^the  National  Council  of  Senior  Citizens,  the  Na- 
tional Caucus  and  Center  on  Black  Aged,  the  Older  Women's 
League,  and  the  National  Hispanic  Council  on  Aging.  None  of  them 
supports  the  Republican  plan.  According  to  the  Congressional 
Budget  Office,  less  than  half  of  senior  citizens  with  no  coverage 
today — ^those  who  need  it  most — would  sign  up.  Millions  of  older 
Americans  struggling  to  pay  for  prescription  drugs  will  be  left  un- 
covered. Senior  citizens  need  an  affordable  prescription  drug  bene- 
fit under  Medicare,  not  sham  legislation. 

Contrary  to  industry  claims,  a  drug  benefit  under  Medicare  will 
not  undermine  R&D  investments  by  the  industry.  A  June  1999  re- 
port by  Merrill  L3aich  found  that  a  Medicare  prescription  drug  ben- 
efit would  not  seriously  damage  the  drug  industry's  profitability. 
Alan  Holmer,  President  of  the  Pharmaceutical  Research  and  Manu- 
facturers of  America,  said  during  last  month's  hearing  that  the 
drug  industry  could  tolerate  a  30  percent  to  39  percent  reduction 
in  prices  without  seeing  any  real  impact  on  R&D  expenditures. 

Prescription  drug  costs  have  increased  annually  by  double  digit 
figures  since  1995,  and  are  expected  to  increase  by  another  18  per- 
cent this  year.  Costs  have  escalated  as  the  result  of  higher  drug 
prices  and  greater  drug  use.  As  a  July  6  article  in  the  Wall  Street 
Journal  pointed  out,  pharmaceutical  companies  have  discovered  a 
way  to  increase  their  profits — raise  drug  prices  higher,  and  market 
their  products  more  effectively. 

Industry  outlays  on  direct-to-consumer  advertising  increased 
more  than  30-fold  over  the  past  decade — from  $55  million  in  1991 
to  an  estimated  $1.8  billion  this  year.  Advertising  to  physicians 
also  grew  exponentially.  Seventy  percent  of  the  more  than  $8  bil- 
lion spent  on  pharmaceutical  promotion  in  1998  paid  for  physician 
marketing.  The  sales  forces  of  drug  companies  have  grown  over  50 
percent  in  the  last  four  years,  to  70,000  industry  sales  representa- 
tives today — a  ratio  of  almost  one  sales  person  for  every  10  physi- 
cians. The  drug  industry  spends  more  on  sales  reps  than  it  spends 
on  scientists.  Of  the  five  firms  with  the  highest  revenues,  four 
spent  at  least  twice  as  much  on  marketing,  compared  to  research 
and  development. 

Effective  marketing  of  high-priced  drugs  provides  large  payoffs 
for  the  industry,  but  these  profits  come  at  the  expense  of  millions 
of  senior  citizens  who  can't  afford  the  high  prices.  Drug  makers 
reaped  profits  exceeding  18  percent  of  revenues  last  year  at  the  ex- 
pense of  the  elderly.  Many  older  Americans  pay  twice  as  much  as 
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drug  companies'  most  favored  customers,  because  they  pay  full 
price.  This  kind  of  price  discrimination  must  stop. 

Rising  drug  prices  are  especially  burdensome  for  the  growing 
number  of  senior  citizens  who  have  little  or  no  insurance  coverage 
for  prescription  drugs.  Medicare  beneficiaries  without  prescription 
drug  coverage  spend  one-third  less  on  drugs — but  much  more  out- 
of-pocket.  As  a  result,  they  fill  20  percent  fewer  prescriptions.  Thir- 
teen percent  of  older  Americans — one  out  of  every  eight — say  they 
are  forced  to  choose  between  buying  food  and  buying  medicine.  The 
number  is  growing,  as  more  and  more  health  plans  cut  benefits  and 
cap  expenditures.  Just  last  week,  Medicare  HMOs  announced  that 
they  are  dropping  more  than  700,000  beneficiaries  from  their 
plans. 

As  we  consider  the  causes  of  high  drug  costs,  we  cannot  lose 
sight  of  the  heavy  burden  those  costs  impose.  The  American  people 
are  demanding  a  fair  solution,  and  that's  what  elderly  Americans 
deserve.  An  affordable  prescription  drug  benefit  under  Medicare 
that  covers  all  senior  citizens  is  the  right  solution.  The  time  for 
Congress  to  act  is  now. 

The  Chairman.  Thank  you.  Senator  Kennedy. 

Dr.  Wallack,  you  mentioned  that  price  inflation  accounts  for  only 
6  percent  of  the  13.9  percent  annual  increase.  We  heard  testimony 
at  our  last  hearing  that  price  inflation  accounts  for  a  much  larger 
portion  of  cost  increases.  Can  you  explain  how  you  arrived  at  these 
figures? 

Mr.  Wallack.  I  would  be  glad  to,  because  I  think  there  is  some 
confusion. 

I  used  a  definition  that  most  people  at  Bureau  of  Labor  Statistics 
or  anybody  looking  at  a  pure  inflation  would  use.  It  says  let  us  look 
at  a  fixed  market  basket  and  ask  ourselves,  if  you  went  shopping 
for  that  basket  in  1996,  and  then  you  went  shopping  in  1999  for 
that  same  market  basket,  what  would  that  same  basket  of  goods 
cost  you. 

Our  analysis  was  done  at  what  is  called  the  chemical  entity  or 
the  molecular  entity,  so  that  basically  includes  brands  and  generics 
which  are  substitutes  for  one  another.  So  we  do  see  more  generics 
coming  on,  and  in  fact  the  prices  are  going  down.  Some  of  those 
brands  may  be  going  up. 

But  if  you  just  look  at  that  same  market  basket,  it  in  fact  has 
gone  up  very  little.  So  when  we  start  talking  about  price,  I  think 
we  should  be  talking  about  cost.  Cost  per  prescription  is  going  up, 
and  the  reason  why  cost  per  prescription  is  going  up  is  because  we 
have  seen  new  medications  come  on  that  have  fewer  side  effects  or 
that  may  be  taken  in  fewer  dosage. 

So  it  is  really  what  we  call  case  mix,  or  moving  to  a  different 
kind  of  medication  for  the  treatment  of  that  disease.  So  on  pure  in- 
flation, that  same  market  basket,  that  is  not  really  the  problem, 
but  on  cost  per  Rx — if  you  think  about  it,  the  cost  per  prescription 
is  going  up,  because  as  I  said,  you  are  now  using — in  my  example, 
I  listed  a  set  of  drugs,  for  example,  for  gastrointestinal — ^you  used 
to  use  a  less  expensive  drug  or  a  generic,  or  you  may  have  used 
Zantac  and  now  you  use  Prilosec  for  a  stomach  problem,  so  you  are 
using  a  more  expensive  medication.  That  is  what  I  would  have 
called  case  mix.  It  has  different  side  effects,  and  as  Dr.  Dubois  was 
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saying,  it  may  be  a  preferred  treatment.  But  what  we  have  seen 
is  in  fact  cost  per  prescription  going  up,  because  those  newer  medi- 
cines are  in  fact  the  ones,  as  Senator  Kennedy  was  saying,  that  are 
being  prescribed  by  the  doctors. 

Is  that  helpful,  or  is  that  still  too  technical? 

The  Chairman.  I  think  it  is  helpful. 

Dr.  Dubois,  clearly,  we  do  not  want  to  threaten  new  break- 
through drugs  that  are  helping  those  patients  who  are  most  in 
need,  but  could  any  of  these  increased  utilizations  be  considered 
unnecessary?  What  does  your  research  tell  us  about  patients 
switching  to  newer,  more  expensive  therapies,  for  which  the  cost 
increase  is  not  equal  to  the  health  outcome  improvement? 

Dr.  Dubois.  I  think  you  have  raised  a  fundamental  question, 
which  is  whether  all  the  growth  is  necessary  growth.  For  a  lot  of 
the  diseases,  more  is  better.  If  you  take  asthma,  if  you  take  choles- 
terol, if  you  take  high  blood  pressure,  what  we  have  found  in  both 
our  research  and  in  a  lot  of  other  research  is  that  patients  have 
better  outcomes  when  they  are  treated  more  intensively. 

Now,  does  that  mean  that  every  drug  is  necessary  for  every  pa- 
tient? The  answer  there  is  no.  Clearly,  we  need  to  expend  more  ef- 
forts to  look  at  how  that  growth  breaks  down  and  importantly,  as 
you  said,  the  outcomes.  There  has  been  relatively  little  examina- 
tion of  the  outcomes.  If  patients  switch  from  drug  A  to  drug  B,  do 
they  feel  better?  How  much  do  they  feel  better?  Do  they  work  more 
productively?  Do  they  stay  out  of  the  hospital?  What  are  the  overall 
outcomes?  That  kind  of  research  we  need  to  do  a  lot  more  of,  and 
there  is  very  little  today  that  has  been  completed. 

The  Chairman.  Much  of  today's  testimony  attributes  increased 
utilization  to  improved  clinical  practice  guidelines,  increased  diag- 
nosis, and  new  breakthrough  drugs.  I  would  like  to  ask  all  of  you 
to  expand  on  your  findings  on  how  this  leads  to  reduced  expendi- 
tures in  other  parts  of  the  treatment  system.  Do  you  have  any  data 
on  improved  health  outcomes? 

Dr.  Wallack. 

Mr.  Wallack.  I  think  Dr.  Dubois  actually  talked  about  a  few  of 
those  that  we  do  see,  like  in  asthma  or  congestive  heart  failure, 
where  there  have  been  some  studies  that  show  that  in  fact  it  leads 
to  fewer  hospitalizations. 

I  think  we  do  not  have  an  awful  lot,  though.  I  think  there  are 
still  a  lot  of  areas  where  in  fact — ^you  initially  want  to  look,  it 
seems  to  me,  at  the  other  medical  costs  and  ask  are  there  offsets 
in  the  system.  For  example,  are  there  offsets  today  for  Medicare, 
which  is  not  covering  prescription  drugs  because  it  is  being  covered 
by  medigap  policies?  There  may  be  offsets  out  there,  but  we  are  not 
seeing  them,  or  we  are  not  measuring  them  very  well. 

I  think  you  then  have  to  ask  the  question  not  only  about  medical 
offsets,  but  issues  around  worker  productivity,  about  health  status, 
as  you  mentioned.  There  are  lots  of  other  things  with  what  Dr. 
Dubois  called  the  outcomes  that  we  need  to  include  in  a  broader 
set  of  outcomes,  and  as  he  said,  we  have  done  very  little  in  that 
area. 

The  Chairman.  Dr.  Dubois. 
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Dr.  Dubois.  It  is  a  critical  area.  We  found  20  percent  lower  hos- 
pitalizations in  those  patients  who  had  more  treatments  for  asth- 
ma. 

I  think  there  are  three  questions  that  need  to  be  addressed. 
First,  are  there  offsets — and  that  will  vary  by  disease;  it  is  not  a 
simple  answer.  Second,  when  will  those  offsets  occur — it  may  hap- 
pen immediately,  it  may  happen  10  years  later.  Can  we  stomach 
something  that  is  10  years  later  with  greater  increases  today?  And 
third,  who  receives  those  offsets?  In  other  words,  the  HMO  may  get 
savings  if  hospitalizations  are  reduced,  or  there  may  be  no  reduc- 
tion in  hospitalizations,  but  the  employer  might  have  more  produc- 
tive people.  That  is  a  second  type,  but  it  would  not  go  to  the  HMO. 

And  importantly,  I  think  it  is  wrong  to  be  looking  for  direct  off- 
sets. The  bottom  line  is  that  we  want  people  to  feel  better.  Whether 
there  are  immediate  economic  savings  we  can  put  our  arms  around 
I  do  not  think  is  the  necessary  question.  If  you  take  a  question 
with  arthritis,  they  may  not  be  working  anymore,  but  we  may 
spend  more  on  medications,  and  they  are  going  to  feel  better.  They 
are  not  going  to  be  more  productive  at  work;  they  are  not  going  to 
save  money  for  the  insurance  company,  but  they  are  going  to  be 
more  functional. 

If  we  require  the  metric  that  it  has  to  have  immediate  cost  sav- 
ings, we  are  going  to  lose  a  lot  of  opportunities  to  help  our  patients. 
The  Chairman.  Ms.  Bello. 
Ms.  Bello.  Thank  you,  Mr.  Chairman. 

I  gave  a  couple  of  examples  in  my  oral  testimony  and  more  in 
the  written,  and  we  will  submit  a  brochure  on  'The  Value  of  Phar- 
maceuticals" for  the  record,  which  refers  to  cost  savings  regarding 
ulcers,  the  use  of  clot-busting  medicines,  blood  thinner,  migraine 
medications,  and  others. 

I  think  we  all  see  the  evidence  of  this  in  our  personal  histories. 
My  own  mother  suffered  a  stroke  while  she  was  leading  a  prayer 
service  at  church  and  was  hospitalized  in  September  1976.  She  suf- 
fered there  until  February,  often  in  intensive  care.  This  was  before 
the  invention  of  blood  clot-busting  medicines.  Her  hospital  bill  was 
obviously  enormous,  and  she  died. 

So  both  in  terms  of  value  to  patients  and  their  lives  and  in  terms 
of  saving  costs,  it  is  clear  that  many  medicines  can  increase  spend- 
ing on  medicines  but  reduce  overall  health  care  expenditures. 

However,  this  is  not  true  in  every  case,  and  we  do  not  yet  have 
systemic  data,  so  there  will  always  be  eagerness  for  more  data.  But 
there  are  lots  of  example  of  where  medicines  that  have  been  devel- 
oped do  overall  save  health  care  dollars. 

The  Chairman.  Dr.  Golenski. 

Mr.  Golenski.  Many  of  the  participants  in  Rx  Health  Value  coa- 
lition are  concerned  about  the  question  of  offsets.  I  think  it  is  im- 
portant to  distinguish  which  kind  we  are  talking  about. 

There  are,  of  course,  economic  offsets,  and  a  number  of  the  other 
witnesses  have  mentioned  those,  but  there  are  also  clinical  offsets. 
There  are  ways  of  intervening  pharmacologically  where  the  patient 
has  benefited  without  having  to  undergo  other  serious  interven- 
tions that  may  be  aggressive. 

We  have  found  in  our  research  that  information  about  offsets, 
both  economic  and  clinical,  is  frankly  very  meager,  and  we  would 
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like  to  encourage  the  development  of  more  information  about  that. 
Where  there  are  offsets,  particularly  clinical  offsets,  then  we  think 
the  question  becomes  how  do  we  make  those  prescription  medica- 
tions accessible  to  all  patients  who  can  benefit. 

The  Chairman.  Senator  Kennedy. 

Senator  Kennedy.  Thank  you,  Mr.  Chairman. 

I  am  a  strong  believer  that  we  are  in  the  life  sciences  century, 
that  there  are  going  to  be  dramatic  breakthroughs  in  terms  of  pre- 
scription drugs,  and  that  we  will  have  to  address  how  to  provide 
breakthrough  medications  without  crippling  the  health  care  deliv- 
ery system  and  reimbursements. 

I  attended  several  meetings  in  Boston  recently  where  the  speak- 
ers described  potential  breakthroughs  in  Alzheimer's  which  would 
empty  half  of  the  nursing  home  beds  in  Massachusetts.  I  believe, 
with  the  research  that  is  being  done,  that  these  things  are  going 
to  happen.  The  possibilities  are  extraordinary. 

Nonetheless,  we  are  going  to  be  faced  with  the  high  costs  and  the 
issue  of  coverage  as  well  as  others  matters  that  we  have  talked 
about.  I  do  not  believe  we  have  to  wait  until  we  get  final  answers 
before  we  address  the  issues  that  have  been  raised  here  this  after- 
noon, because  it  is  clear  that  there  are  certain  obvious  needs  that 
must  be  addressed  now. 

I  am  always  mindful  of  a  circumstance  that  took  place  in 
Wobum,  MA  where  children  were  dying  of  leukemia.  They  tested 
the  water  and  could  not  find  anytlung  in  it,  but  everyone  knew 
that  directly  upstream,  people  had  been  dumping  huge  cartons  con- 
taining acids  used  for  tanning  hides  that  were  being  imported  from 
Australia  to  make  shoes.  The  water  was  coming  down  to  Wobum 
directly  from  there,  but  no  toxicologist  could  find  anything.  But 
that  was  enough  for  me,  because  these  kids  were  getting  leukemia, 
and  there  had  to  be  a  direct  tie.  Once  they  got  free  of  this  water, 
it  stopped. 

Just  as  in  Wobum,  we  know  that  there  is  a  problem  out  there, 
we  know  the  source — cost  and  coverage.  We  will  have  to  deal  with 
these  issues  as  we  go  along,  and  I  do  not  necessarily  think  we 
should  be  waiting  until  we  get  all  the  answers  to  all  the  problems 
before  moving  ahead. 

Dr.  Wallack,  I  was  listening  to  your  comments  about  the  costs  of 
various  dmgs,  and  I  was  interested,  because  I  read  something  re- 
cently in  a  Families  USA  *^oice  of  the  Health  Consumer"  report 
in  April  of  this  year  that  said  that  "Prices  for  the  50  drugs  most 
frequently  used  by  seniors  rose  an  average  of  nearly  double  the 
rate  of  inflation."  Of  the  50  dmgs,  12  rose  slower  than  inflation, 
9  had  no  price  increase,  but  prices  for  33  of  the  dmgs  rose  at  least 
one-and-a-half  times  the  rate  of  inflation,  25  of  those  dmgs  rose  at 
least  twice  the  inflation  rate,  15  of  the  dmgs  rose  at  least  three 
times  the  rate  of  inflation,  and  11  of  those  dmgs  rose  at  least  four 
times  the  rate  of  inflation. 

I  do  not  know  whether  you  read  through  the  study  or  if  you  have 
any  comment. 

Mr.  Wallack.  Obviously,  I  have  seen  the  study  and  tried  to  ask 
the  same  question  that  you  are  asking  me— why  is  there  a  dif- 
ference? It  may  very  well  be  that  they  were  looking  at  dmgs  only 
used  by  the  elderly;  we  were  looking  at  dmgs  used  by  everybody. 
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We  looked  at  all  drugs,  and  they  looked  at  some  drugs.  Those 
drugs  do  not  account  for  the  vast  majority  of  drugs  used.  I  do  not 
know  if  there  is  any  consistency  in  those  two  findings,  Senator.  In 
our  comprehensive  study,  we  included  all  drugs. 

Senator  Kennedy.  Since  the  elderly  are  the  ones  who  have  a 
greater  need  to  use  prescription  drugs  and  who  use  more  medica- 
tions, they  are  the  ones  who  are  impacted  the  most.  It  goes  back 
to  the  particular  drug  items  in  the  study.  I  will  review  the  report 
again,  and  I  ask  if  you  could  take  a  look  at  it  and  submit 
something  

Mr.  Wallack.  I  would  be  glad  to  share  with  the  staff.  What  we 
could  do,  obviously,  is  go  back  and  just  look  at  our  data  for  the  el- 
derly and  ask  exactly  the  same  kind  of  question.  So  we  would  be 
glad  to  share  that  with  you. 

Senator  Kennedy.  Good.  That  would  be  helpful.  Thank  you. 

The  Chairman.  Mr.  Wallack,  I  think  you  mentioned  in  your  testi- 
mony that  we  should  perhaps  ask  NIH  to  find  a  more  effective  way 
to  give  us  direction  in  this  area.  What  do  you  think  we  could  do, 
from  this  committee's  perspective,  in  order  to  get  help  in  this  area? 

Mr.  Wallack.  Well,  it  was  a  little  bit  tongue-in-check.  In  other 
areas,  you  have  encouraged  NIH  to  focus  on  certain  areas,  and  I 
guess  my  comment  was  that  we  are  spending  an  awful  lot  of 
money,  and  I  think  this  new  science  is  wonderful  in  many  ways, 
as  we  develop  new  discoveries,  but  we  need  to  assess  the  value  of 
this  new  science,  and  what  I  was  suggesting  is  a  small  percentage 
of  NIH's  budget  being  dedicated  to  in  fact  asking  the  question,  as 
we  develop  these  new  things,  what  is  the  additional  vsilue  beyond 
what  we  have  now?  We  already  have  some  drugs  out  there;  what 
are  we  getting  in  addition  to  that? 

And  I  made  the  analogy  as  I  thought  about  it  with  pharma- 
ceutical companies  that  are  out  there  marketing  and  telling  people 
they  have  all  this  value.  They  are  doing  that  from  their  perspec- 
tive, and  I  think  the  public  needs  to  have  it  done  independently, 
in  fact,  to  really  know  what  the  value  is.  So  it  is  sort  of  a  counter 
to  that.  We  cannot  spend  everything,  it  seems  to  me,  just  on  devel- 
oping new  things.  We  also  have  to  consider  the  value.  As  you  in- 
clude medications  for  Medicare  for  the  population,  I  think  you  are 
going  to  want  to  ask  yourselves  what  are  we  getting  for  it.  And  I 
think  that  if  NIH  spent  some  small  percentage  of  their  money  ask- 
ing that  question,  it  would  be  a  real  contribution. 

The  Chairman.  What  do  the  rest  of  you  think? 

Dr.  Dubois. 

Dr.  Dubois.  Well,  I  definitely  agree  that  that  is  the  type  of  agen- 
cy that  can  initiate  additional  research.  It  is  a  fairly  complicated 
issue.  If  we  look  at  cancer,  and  we  say,  okay,  let  us  spend  more 
money  on  cancer  treatment — ^there  are  different  ways  of  treating  a 
cancer  patient.  There  is  the  chemotherapy  you  give  them,  and  then 
there  is  the  treatment  for  some  of  their  symptoms,  like  the  nausea 
and  vomiting  that  occurs,  and  then  there  is  the  treatment  of  the 
other  things  like  the  pain  and  the  depression.  Those  latter  ones  are 
very  often  untreated.  It  is  very  cheap  to  try  to  help  patients  a  lot 
by  helping  them  with  their  pain  management  and  their  depression 
management,  and  those  are  the  kinds  of  outcomes  we  need  to 
study. 
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If  you  have  an  extra  thousand  dollars  to  spend  on  a  patient  with 
cancer,  how  far  can  you  go  by  doing  more  on  the  chemotherapy 
side,  on  the  adjunctive  therapy,  or  on  the  supportive  care  for  these 
kinds  of  things?  That  is  the  kind  of  information,  and  nobody  has 
an  idea,  so  you  cannot  make  the  kinds  of  tradeoffs  that  economi- 
cally, a  medical  director  or  a  physician  or  a  family  needs  to  make. 

The  Chairman.  Ms.  Bello. 

Ms.  Bello.  Mr.  Chairman,  I  would  only  add  that  NIH  does  a  ter- 
rific job  leading  the  way  in  basic  research,  and  that  it  is  industry 
that  in  turn  leads  the  way  in  translating  their  advances  in  knowl- 
edge into  medicines  to  help  and  heal  patients. 

Dr.  Harold  Varmus,  the  former  NIH  Director,  explained  in  1995 
that  even  when  NIH  collaborates  with  industry,  most  of  the  time, 
that  results  simply  in  new  knowledge,  not  in  actual  new  products. 
So  it  is  not  the  main  business  of  NIH  to  actually  discover  medi- 
cines, so  I  assume  your  proposal  is  for  them  to  study  the  effective- 
ness of  medicines  otherwise  developed. 

I  think  most  people  might  think  that  if  that  were  going  to  be 
done,  that  it  might  more  properly  be  the  province  of  the  Agency  for 
Health  Care  Research  and  Quality.  But  certainly  we  think  these 
medicines  do  have  significant  value. 

The  Chairman.  Dr.  Golenski. 

Mr.  GrOLENSKl.  Senator,  the  members  of  Rx  Health  Value  have 
strongly  supported  the  establishment  of  institutions  to  conduct  this 
kind  of  research,  and  in  so  doing,  a  number  of  the  participating  or- 
ganizations have  created  two  sister  institutions  which  are  501(c)(3) 
nonprofit  research  institutes.  The  first  is  called  Rx  Intelligence, 
and  it  is  in  board  formation  right  now.  It  will  be  conducting  com- 
parative research  around  clinical  tradeoffs  and  offsets.  The  second 
is  Rx  Health  Value  Foundation,  which  will  be  conducting  policy-ori- 
ented research,  we  hope  in  conjunction  with  AHRQ. 

Mr.  Wallack.  Can  I  just  put  a  footnote  in?  I  do  not  disagree  that 
AHRQ  may  be  in  some  ways  the  more  appropriate  agency,  but  if 
we  start  looking  at  the  budget,  and  although  this  committee  has 
been  very  supportive  of  AHRQ,  their  budget  is  trivial  compared  to 
the  NIH.  And  even  the  health  services  research  efforts  going  on  at 
NCI  are  bigger  than  AHRQ,  or  the  Agency  for  Health  Care  Re- 
search and  Quality. 

So  I  think  we  have  got  to  do  something  very  large.  I  think  that 
if  we  start  to  think  of  it  as  a  small-scale  effort,  we  will  not  get  very 
far.  This  is  a  very  big  issue.  As  Senator  Kennedy  said,  it  is  where 
we  are  going  to  be  at,  or  going  forward,  in  scientific  knowledge.  We 
really  need  to  make  a  very  sizable  national  contribution.  So  when 
I  think  of  how  much,  I  think  of  NIH  and  some  proportion  of  the 
NIH  budget,  and  I  think  a  substantial  effort  is  needed. 

The  Chairman.  We  have  another  panel,  and  they  have  some  time 
problems,  so  this  will  be  my  final  question. 

In  the  normal  U.S.  market,  we  not  have  as  much  use  of  the  copy- 
right protection  of  profits  as  we  do  probably  in  the  pharmaceutical 
industry.  This  has  raised  questions  in  the  public's  mind  of  huge 
profits  of  the  pharmaceutical  industry.  Then,  we  have  situations 
around  the  world  which  utilize  a  system  that  take  into  consider- 
ation value  and  place  cost  controls  on  the  pharmaceuticals,  indicat- 
ing a  large  decrease  in  prices. 
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The  question  is — and  I  am  not  sure  how  I  want  to  word  the  ques- 
tion— but  if  we  are  approaching  the  possibility  of  offering  an 
amendment  which  would  say  yes,  let  the  market  govern  the  price, 
and  let  those  countries  which  have  their  own  system  of  value  for 
the  cost  of  these  pharmaceuticals  be  a  market  to  try  to  also  give 
us  a  more  fair  measure  of  value  of  the  products  so  that  we  can  re- 
duce the  costs  and  set  up  a  market  in  that  regard.  The  thought  is — 
and  I  will  be  offering  the  amendment  this  afternoon — why  don't  we 
allow  reimport  so  that  our  pharmacists  can  purchase  out  in  these 
other  nations.  We  have  worked  with  FDA  so  there  would  not  be  a 
problem  with  respect  to  safety.  Would  this  be  of  value  as  a  tem- 
porary methodology  for  trjang  to  price  drugs  more  rationally? 

It  is  a  dangerous  question.  I  know  what  at  least  one  answer  will 
be,  but  I  am  not  sure  about  the  others.  Would  you  care  to  com- 
ment, anyway,  about  that  system? 

Ms.  Bello.  Mr.  Chairman,  I  would  sure  like  to  comment. 
[Laughter.]  I  understand  that  the  intention  here  would  be  to  in- 
crease access  to  lower-cost  medicines,  but  allowing  either  drug  im- 
ports or  reimports  would  in  fact  significantly  increase  jeopardy  to 
patients'  health,  would  not  likely  result  in  savings  for  consumers. 
Any  savings  would  likely  only  go  to  middlemen  here  and  abroad, 
not  to  consumers.  And  it  is  not  what  patients  really  need.  Elderly 
and  disabled  Americans,  as  Senator  Kennedy  stressed,  really  need 
coverage  for  prescription  medicines,  and  that  is  the  real  issue. 

There  was  a  very  extensive  record  compiled  in  the  other  body  in 
1986  and  1987  which  led  to  landmark  consumer  protection  legisla- 
tion being  enacted  in  both  bodies  on  bipartisan  voice  votes  in  1988. 
That  legislation  was  based  on  findings  that  allowing  imports  or  re- 
imports of  prescription  medicines  from  abroad  would  significantly 
jeopardize  patients,  expose  them  to  increase  risks  that  medicines 
that  they  thought  were  authentic  and  effective  would  in  fact  be 
counterfeit,  adulterated,  subpotent,  impotent,  superpotent,  or  even 
toxic. 

We  have  introduced  letters  in  the  record  of  this  hearing  from  two 
former  FDA  Commissioners  speaking  eloquently  to  both  the  in- 
creased risk  to  the  safety  of  patients  and,  in  the  case  of  Dr. 
Kessler's  letter,  also  echoing  the  earlier  finding  in  the  House  that 
increasing  imports  or  reimports  of  medicines  from  abroad  would  re- 
sult in  savings  in  likelihood  only  for  middlemen,  not  for  American 
consumers. 

So  for  three  reasons — ^because  it  is  dangerous  to  health,  because 
it  is  unlikely  to  result  in  any  savings  for  American  consumers,  and 
in  any  event,  it  does  not  provide  what  our  seniors  need,  which  is 
good  coverage,  which  we  support  when  provided  through  choice  and 
competition  in  the  private  sector — we  urge  Members  of  the  Senate 
if  this  afternoon  they  do  consider  the  agriculture  appropriations  bill 
to  bear  these  variables  in  mind. 

We  believe  that  a  vote  to  allow  imports  or  reimports  of  medicines 
is  gambling  wit  patient  safety  for  the  sake  of  benefits  that  would 
be  obtained  only  by  middlemen  through  savings. 

So  we  would  urge  that  we  not  change  the  consumer  protection 
law  even  for  1  year  on  an  appropriations  bill  and  that  instead  we 
focus  our  efforts,  as  Senator  Kennedy  has  suggested,  on  expanding 
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prescription  drug  coverage  for  those  who  most  need  it — elderly  and 
disabled  Americans. 

The  Chairman.  Suppose  the  FDA  were  to  say  that  the  system 
that  was  utilized  would  not  create  a  problem  for  patients  as  far  as 
safety  is  concerned?  Would  you  then  have  no  problem  with  that 
system? 

Ms.  Bello.  We  would  be  interested  in  the  view  of  Dr.  Henney, 
who  testified  on  March  7th  before  the  Senate  Appropriations  Com- 
mittee about  her  concerns  about  safety  from  imports  or  reimports 
of  drugs,  opening  up  the  door  to  potential  counterfeit  or  adulter- 
ated medicines  coming  in  even  from  our  next  door  neighbor  and 
good  friend,  Canada. 

We  have  also  introduced  in  the  record  the  opinions  of  two  former 
FDA  Commissioners,  Dr.  Kessler  and  Dr.  Goyen,  saying  that  there 
are  significant  patient  safety  risks  here. 

We  also  introduced  in  the  record  the  legal  opinion  of  the  law  firm 
of  Covington  &  Burling,  which  stresses  that  even  when  measures 
make  efforts  to  try  to  reduce  the  safety  risk  involved,  it  nonetheless 
is  not  an  adequate  substitute  for  real  protection  for  Americans.  The 
real  protection  for  Americans  is  the  consumer  protection  legislation 
that  was  adopted  in  1988,  on  voice  votes  in  both  bodies,  and  that 
is  the  Prescription  Drug  Marketing  Act. 

There  is  no  record  on  which  to  reverse  the  judgment  from  that 
era  that  allowing  imports  or  reimports  of  medicines  would  be  a 
substantial  health  risk  for  Americans  without  benefiting  consumers 
by  getting  them  lower-cost  medicines. 

The  Chairman.  Would  you  not  agree  with  me  that  the  present 
Internet  utilization  for  bringing  pharmaceuticals  from  around  the 
world  is  a  serious  problem  now? 

Ms.  Bello.  Dr.  Kessler  addresses  that  in  his  letter  and  cites  that 
as  one  reason  why  there  is  greater  risk  today  from  importing  or  re- 
importing medicines  than  existed  back  in  1988  when  the  bipartisan 
consumer  legislation  was  enacted  by  the  Congress. 

So  that  yes,  there  are  risks  today,  but  we  will  only  exacerbate 
the  if  we  open  the  floodgates  to  counterfeit  and  adulterated  imports 
from  abroad. 

The  Chairman.  But  suppose  the  process  of  reimporting  were  to 
be  regulated,  and  those  who  were  allowed  to  participate  came  only 
from  countries  whom  we  could  trust  for  their  ability  to  ensure  safe- 

ty? 

Ms.  Bello.  Our  view  is  that  there  is  nobody  like  the  U.S.  Food 
and  Drug  Administration,  which  has  established  the  gold  standard 
for  safety  and  effectiveness  of  the  medicines  in  this  country.  We  are 
opposed  to  diluting  that  safety  standards. 

We  fear,  and  the  record  substantiates,  and  former  FDA  Commis- 
sioners have  written,  that  there  would  be  significant  safety  risks 
to  patients.  Dr.  Goyen's  letter  stress  that  even  he,  who  is  the 
former  dean  of  the  University  of  California  at  San  Francisco  School 
of  Pharmacy  and  the  former  FDA  Commissioner,  with  his  training 
and  expertise,  he  could  not  possibly  look  at  or  physically  inspect 
drugs  at  Dulles  Airport,  along  the  Mexican  border,  or  at  a  port  of 
entry  of  Canada  and  determine  whether  those  drugs  were  authen- 
tic, and  even  if  they  were  authentic,  whether  they  had  been  prop- 
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erly  handled  and  stored,  or  whether  they  were  identifiable  counter- 
feits. 

Even  if  we  sample  and  test  drugs  at  the  border,  they  would  only 
be  samples;  they  would  not  provide  the  protection  that  Americans 
enjoy  today  under  that  bipartisan  consumer  protection  legislation 
that  was  enacted  by  voice  vote  in  1988  based  on  a  2-year  record. 

The  Chairman.  Just  to  let  you  know.  Dr.  Goyen  has  not  seen  the 
legislation  that  we  are  referring  to,  but  I  appreciate  your  answers. 

Ms.  Bello.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Kennedy. 

Senator  Kennedy.  I  think  that  was  a  very  eloquent  comment, 
and  I  think  the  burden  is  really  on  them  to  demonstrate  that  we 
will  have  safety  in  these  measures. 

As  you  understand,  it  is  obviously  the  pressure  of  cost  and  price 
that  is  driving  this  whole  movement,  and  it  has  a  real  head  of 
steam.  Prescription  medications  are  enormously  important  for 
many  elderly  people,  who  view  them  as  absolutely  essential  in 
terms  of  their  health.  This  is  an  enormously  emotional  issue,  and 
I  think  that  what  we  are  trying  to  do  is  on  the  one  hand,  have 
sound  science  and  have  that  guide  our  public  policy  to  ensure  that 
Americans  are  protected,  and  then  to  take  responsible  actions  to 
get  coverage  for  our  senior  citizens. 

But  I  think  the  industry  has  to  know  there  is  an  extraordinary 
head  of  steam  going  in  the  direction  of  permitting  drug  importa- 
tion, and  I  think  they  should  understand  the  force  that  is  out 
there.  That  is  why  it  is  going  to  be  so  important  to  have  their  co- 
operation and  support  in  working  with  us  to  fashion  and  shape  a 
policy  that  will  be  effective  in  making  sure  that  seniors  and  others 
will  be  able  to  get  the  prescription  drugs  that  they  need  at  a  price 
they  can  afford. 

I  appreciate  your  comments.  It  was  a  very  good,  effective  state- 
ment. 

Thank  you,  Mr.  Chairman. 
The  Chairman.  Thank  you. 

I  would  just  note  that  I  think  every  State  on  the  border  from  the 
East  Coast  to  the  West  Coast  has  thousands  of  people  going  to 
Canada  every  day,  and  I  do  not  want  to  raise  their  concern  or  their 
risk;  but  from  our  observations  and  from  dealing  with  FDA,  there 
have  been  no  problems  with  that  process. 

Thank  you  all  very  much.  We  appreciate  your  testimony  and  look 
forward  to  perhaps  further  questions  for  you. 

Thank  you. 

Ms.  Bello.  Thank  you,  Mr.  Chairman  and  Senator  Kennedy. 

The  Chairman.  I  am  very  pleased  to  introduce  our  second  panel 
of  witnesses,  all  of  whom  have  come  very  far  to  be  with  us  today, 
and  I  know  some  of  them  are  anxious  to  catch  airplanes. 

First,  I  would  Hke  to  welcome  Mr.  Carlos  Ortiz,  director  of  gov- 
ernment affairs  at  CVS/Pharmacy,  Inc.  Mr.  Ortiz  is  Hcensed  to 
practice  pharmacy  in  11  States  and  currently  works  in  the  head- 
quarters of  CVS/Pharmacy,  a  position  which  he  has  held  since 
1986.  At  CVS,  Mr.  Ortiz  is  responsible  for  interacting  with  other 
health  care  professionals  to  promote  CVS'  total  approach  to  provid- 
ing health  care  services.  In  addition  to  Mr.  Ortiz's  position  at  CVS, 
he  is  also  an  adjunct  faculty  member  of  the  University  of  Rhode  Is- 
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land  College  of  Pharmacy.  He  received  a  B.S.  in  pharmacy  from 
Wayne  State  University. 

Mr.  Ortiz,  we  are  pleased  to  have  you  with  us  today,  and  I  will 
now  turn  to  Senator  Reed  for  a  further  introduction.  You  may 
make  more  eloquent  and  precise  my  comments,  Senator  Reed. 

Senator  Reed.  I  do  not  think  I  could  be  more  eloquent,  Mr. 
Chairman,  but  I  can  welcome  Carlos  Ortiz  from  CVS.  Carlos  and 
I  see  each  other  just  about  every  week  on  an  airplane  flying  from 
Providence  to  someplace  else,  or  at  least  in  the  terminal. 

We  are  very  proud  of  Carlos  and  his  colleagues  at  CVS.  As  you 
have  described  Mr.  Chairman,  Carlos  Ortiz  is  an  incredibly  tal- 
ented and  accomplished  individual  and  represents  a  company  that 
is  a  very  strong  part  of  not  only  our  State's  economy  but  our  whole 
local  culture.  CVS  started  off,  as  Carlos  would  tell  you,  as  a  one- 
or  two-store  operation  developed  by  the  Goldstein  brothers.  They 
built  it  into  a  major  consumer  pharmacy  chain,  and  we  are  very, 
very  proud  of  it. 

Carlos  has  also  been  chairman  of  the  National  Association  of 
Chain  Drug  Stores  Government  Affairs  Committee,  so  he  comes  not 
only  as  a  representative  of  his  particular  company  but  of  the  indus- 
try in  general.  As  you  have  indicated,  he  received  a  bachelor  of 
science  in  pharmacy  from  Wayne  State,  so  he  is  a  pharmacist  as 
well  as  a  policy  expert.  It  is  nice  to  know  that  we  have  someone 
who  is  a  expert  pharmacy  who  has  actually  filled  a  prescription,  so 
we  thank  you  for  that,  Carlos. 

Carlos  has  won  many  awards,  and  I  am  delighted  he  is  appear- 
ing before  the  committee  to  testify.  And  I  apologize  both  to  you,  Mr. 
Chairman,  and  to  him,  but  I  was  on  the  floor  speaking  about  Sen- 
ator Pastore,  who  we  all  regret  has  passed. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Reed. 

Next,  I  would  like  to  welcome  Ms.  Elizabeth  Helms,  who  is  an 
advocate  for  the  International  Patient  Advocacy  Association.  Full 
disclosure  of  benefits  by  health  plans  is  a  high  priority  on  her 
agenda.  Ms.  Helms  has  been  a  guest  speaker  and  has  made  numer- 
ous presentations  at  State  and  national  forums  on  health  care 
issues,  representing  voluntary  health  associations,  provider  groups, 
and  consumer  organizations.  She  has  testified  on  patients'  rights 
before  the  California  State  Assembly  Health  Committee  and  the 
State  Insurance  Committee. 

Ms.  Helms,  welcome,  and  thank  you  for  being  with  us  today.  I 
do  know  you  have  some  urgency,  but  I  will  introduce  our  other 
guest  and  then  start  with  you. 

Finally,  I  would  like  to  welcome  Ms.  Betty  Dizik.  As  a  resident 
of  Tamarik,  FL,  and  a  member  of  the  National  Committee  to  Pre- 
serve Social  Security  and  Medicare,  she  has  traveled  to  be  with  us 
today  to  share  her  personal  experiences  with  rising  drug  costs. 

Ms.  Dizik,  thank  you  very  much  for  coming  today.  The  committee 
looks  forward  to  your  testimony  also. 

Ms.  Helms,  please  proceed. 
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STATEMENTS  OF  ELIZABETH  HELMS,  SACRAMENTO,  CA,  PA- 
TIENT ADVOCATE,  INTERNATIONAL  PATIENT  ADVOCACY  AS- 
SOCIATION; CARLOS  R.  ORTIZ,  DIRECTOR,  GOVERNMENT  AF- 
FAIRS, CVS/PHARMACY,  INC.,  WOONSOCKET,  RI,  ON  BEHALF 
OF  THE  NATIONAL  ASSOCIATION  OF  CHAIN  DRUG  STORES; 
AND  BETTY  DIZIK,  TAMARIK,  FL,  ON  BEHALF  OF  THE  NA- 
TIONAL COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND 
MEDICARE,  ACCOMPANIED  BY  MAX  RICHTMAN,  VICE  PRESI- 
DENT, NATIONAL  COMMITTEE  TO  PRESERVE  SOCIAL  SECU- 
RITY AND  MEDICARE 

Ms.  Helms.  Thank  you,  Chairman  Jeffords,  Senator  Kennedy, 
and  distinguished  members  of  this  committee.  My  name  is  EUza- 
beth  Helms. 

On  behalf  of  the  International  Patient  Advocacy  Association,  a 
nonprofit  organization  which  works  patient-by-patient  to  ensure  ac- 
cess to  appropriate  health  care,  I  commend  the  committee  for  hold- 
ing this  hearing  to  better  understand  what  drives  increases  in  pre- 
scription drug  costs. 

I  am  a  patient  advocate  for  the  International  Patient  Advocacy 
Association  as  well  as  president  and  co-founder  of  the  TMJ  Society, 
which  is  your  temporal-mandibular  joint,  and  a  steering  committee 
members  of  Citizens  for  the  Right  to  Know,  a  broad-based  coalition 
of  patients,  providers,  and  voluntary  health  associations. 

I  became  a  patient  advocate  in  response  to  the  horrific  treatment 
provided  to  me  by  my  HMO,  and  I  vowed  to  ensure  that  no  one  else 
would  ever  suffer  as  I  had. 

As  an  advocate  working  with  American  patients,  I  hear  the 
voices  of  consumers  and  have  great  compassion  for  them.  For  the 
uninsured  and  the  imderinsured,  there  is  need  for  better  access  to 
medications.  It  is  not  just  an  issue  for  seniors.  Many  people  have 
to  fight  with  their  insurance  companies  to  receive  the  therapy  their 
doctor  thinks  is  best  for  them.  . 

As  we  enter  the  new  millennium,  we  are  enjoying  a  new  era  of 
drug  discovery  leading  to  innovative  therapies  that  will  treat  and 
potentially  cure  terrible  diseases,  as  we  have  talked  and  heard 
about  today. 

We  see  people  living  longer  and  fuller  lives  than  ever  before.  The 
mentally  ill,  whom  I  have  personally  worked  with,  have  success- 
fully reintegrated  into  society,  and  people  stricken  with  crippling 
rheumatoid  arthritis  are  working  again.  People  with  AIDS  and  can- 
cer, when  their  futures  showed  them  only  death,  now  have  life 
ahead  of  them;  and  children  with  cystic  fibrosis  are  living  well  past 
their  teens. 

These  miracles  are  a  result  of  innovative  new  technologies  ap- 
proved for  use  only  in  the  last  decade. 

We  must  all  keep  in  this  in  mind  as  we  search  for  ways  to  pro- 
vide prescription  drugs  to  those  without  coverage.  We  must  not  kill 
the  golden  goose — ^that  is,  the  pharmaceutical  industry. 

In  fact,  the  consumer  groups  that  I  work  with  wonder  why  Amer- 
ica is  trying  so  hard  to  destroy  the  best  system  in  the  world — or, 
should  I  say,  the  system  that  was  the  best  system  in  the  world. 
The  time  has  come  for  all  of  us  to  rally  for  the  common  good. 

Read  any  newspaper,  and  the  message  is  clear — Congress  be- 
lieves the  drug  industry  is  driving  drug  prices  and  making  profits 
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on  seniors.  Let  us  be  clear — ^prescription  drug  costs  account  for  9 
percent  of  total  health  care  costs.  That  is  up  a  couple  of  percentage 
points  over  the  last  decade.  What  has  driven  this  increase  that  we 
have  heard  about  almost  unanimously  here  today  is  new  therapies 
for  previously  untreatable  diseases  redesigned  with  fewer  signifi- 
cant side  effects  for  chronic  conditions.  Utilization  has  gone  up  dra- 
matically, as  much  as  15  percent,  because  doctors  are  prescribing 
these  medications  to  keep  people  out  of  the  hospital.  We  should  be 
thrilled  about  that. 

Our  population  is  aging  and  living  longer.  Outpatient  approaches 
to  improving  health  care  reduce  the  number  of  inpatient  hospital 
days.  For  example,  from  1994  to  1999,  according  to  hospital  data, 
total  patient  days  were  reduced  from  199  million  to  132  million 
days.  Prescription  drugs  are  frequently  the  most  effective  and  least 
expensive  treatment  option  to  maintain  quality  of  life. 

However,  increased  utilization  is  unrelated  to  the  debate  before 
Congress  of  prescription  drug  prices.  To  evaluate  what  is  really 
happening  to  consumers  without  prescription  drug  coverage,  the 
IPAA  initiated  a  price  survey  of  retail  pharmacies  in  Washington 
State. 

There  has  been  much  talk  of  seniors  taking  buses  into  Canada 
every  day  to  find  lower  prices.  But  we  found  dramatic  savings  right 
here  at  home. 

Our  survey  was  conducted  on  June  21,  2000  by  randomly  calling 
at  least  four  pharmacies  in  each  of  20  Washington  cities.  In  each 
city,  we  tried  to  find  a  chain,  an  independent,  and  a  warehouse  or 
discount  pharmacy  for  comparison.  The  survey  should  not  be  con- 
sidered statistically  accurate,  but  anecdotal  to  the  issue  of  price 
variation.  We  are  not  asking  consumers  to  make  purchasing  deci- 
sions based  on  these  results.  We  are  encouraging  them  to  pick  up 
the  phone  and  do  their  own  calling  around  to  find  the  lowest  avail- 
able prices,  because  the  prices  from  one  store  to  the  next  are  not 
all  the  same. 

Our  findings  were  startling.  The  retail  cost  of  a  single  prescrip- 
tion drug  can  vary  as  much  as  163  percent  from  one  pharmacy  to 
the  next. 

The  survey  compared  prices  at  chain,  independent,  and  online 
pharmacies.  Each  pharmacy  was  asked  to  provide  retail  prices  on 
a  30-day  supply  of  common  dosages  for  the  brand-name  drugs 
Premarin,  for  hormone  replacement  therapy;  Lipitor,  for  cholesterol 
lowering;  Prilosec,  for  gastrointestinal;  and  Zoloft,  for  depression. 

Online  pharmacies  offered  the  lowest  prices  overall.  For  brick- 
and-mortar  pharmacies,  in  many  cases,  larger  drug  stores  were  not 
always  the  least  expensive.  Independent  pharmacies  were  found  to 
be  competitive  in  many  markets. 

We  were  shocked  to  see  the  differences  in  price — from  as  little 
as  9  percent  to  as  much  as  163  percent.  Savings  of  30  to  70  percent 
were  found  consistently  in  every  community. 

This  is  good  news  for  consumers  because  it  shows  that  consum- 
ers can  save  substantially  on  their  prescription  drug  purchases  by 
shopping  around,  just  as  we  do  for  shows,  groceries,  or  gasoline. 

These  findings  underscore  the  significant  savings  that  can  be  re- 
alized by  private  insurance  plans  that  negotiate  for  best  prices  for 
their  members. 
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We  think  this  survey  shows  that  pharmaceutical  companies  rare- 
ly set  the  price  that  people  pay  at  the  counter.  The  retail  price  can 
vary  up  to  150  percent  from  pharmacy  to  pharmacy — ^th^t  is  brick- 
and-mortar  pharmacies.  That  mesins  that  prescription  prices  at 
some  stores  are  more  than  double  the  prescription  prices  at  other 
stores  in  the  same  area.  Why  is  this? 

It  is  the  free  market,  capitalistic  system  which  the  American 
public  whole-heartedly  supports.  Roughly  80  percent  of  drug  sales 
are  to  wholesalers,  who  then  sell  the  products  to  a  variety  of  drug 
stores.  Fifteen  percent  of  sales  from  pharmaceutical  companies  is 
directly  to  chain  drug  distribution  centers.  So  the  argument  that 
the  industry  is  gouging  consumers  with  prices  is  completely  un- 
founded. 

What  drives  drug  cost  increases?  Many  factors.  Is  it  a  problem? 
It  is  only  a  problem  for  those  who  do  not  have  prescription  drug 
coverage — ^primarily  seniors  on  fixed  incomes. 

Are  price  controls  the  answer?  Absolutely  not.  Grovemment  price 
controls  on  drugs  will  not  give  seniors  access  to  group  buying 
power  achieved  through  private  prescription  drug  coverage;  and  it 
would  likely  not  result  in  significantly  lowering  drug  prices  given 
the  wide  range  of  prices  we  found  in  our  survey. 

The  basic  premise  of  price  controls  does  not  work  for  needy  sen- 
iors. If  a  senior  cannot  afford  a  prescription  at  $100,  a  20  percent 
reduction  in  price  to  $80  will  not  help  that  much.  Even  cutting  the 
price  in  half  will  not  help  that  poor  senior,  and  the  effort  to  lower 
costs  will  jeopardize  the  health  of  his  or  her  grandchildren  as  re- 
search and  development  is  slowed. 

We  agree  that  more  needs  to  be  done  to  find  a  way  to  help  those 
without  coverage  pay  for  their  medicines.  But  before  we  settle  on 
a  solution  that  we  believe  will  work,  let  us  find  out  some  more  facts 
first. 

Please  keep  in  mind  that  the  decisions  you  make  will  have  long- 
lasting  effects  for  consumers,  today  and  for  future  generations.  I 
urge  you  to  please  take  the  time  necessary  to  evaluate  the  complex- 
ity of  this  issue  before  you  make  decisions  on  how  to  solve  it.  What 
may  look  politically  expedient  today  may  in  fact  be  tomorrow's  po- 
Htical  disaster. 

Thank  you,  and  I  welcome  your  questions. 

The  Chairman.  Thank  you. 

[The  prepared  statement  of  Ms.  Helms  follows:] 

Prepared  Statement  of  Elizabeth  Helms 

Chairman  Jeffords,  Senator  Kennedy,  distinguished  membei*s  of  this  committee. 
My  name  is  Elizabeth  Hehns. 

On  behalf  of  the  International  Patient  Advocacy  Association,  a  non-profit  organi- 
zation which  works  patient-by-patient  to  ensure  access  to  appropriate  healthcare,  I 
commend  the  Committee  for  holding  this  hearing  to  better  understand  what  drives 
increases  in  prescription  drug  costs. 

I  am  a  patient  advocate  for  the  International  Patient  Advocacy  Association,  as 
well  as  president  and  co-founder  of  the  TMJ  Society  of  California  and  a  steering 
committee  member  of  Citizens  for  the  Right  to  Know,  a  broad-based  coahtion  of  pa- 
tients, providers  and  voluntary  health  associations.  I  became  a  patient  advocate  in 
response  to  the  horrific  treatment  provided  to  me  by  my  HMO.  I  vowed  to  ens\u*e 
that  no  one  else  suffers  as  I  had. 

As  an  advocate  working  with  American  patients  I  hear  the  voices  of  consumers 
and  have  great  compassion  for  them.  For  the  uninsured  and  under-insured  there  is 
need  for  better  access  to  medications.  It's  not  just  an  issue  for  seniors.  Many  people 
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have  to  fight  with  their  insurance  companies  to  receive  the  therapy  their  doctor 
thinks  best  for  them. 

As  we  enter  the  new  millennium  we  are  enjoying  a  new  era  of  drug  discovery, 
leading  to  innovative  therapies  that  will  treat  and  potentially  cure  terrible  diseases 
and  conditions.  Never  before  have  we  seen  the  types  of  medications  come  to  market 
with  the  profound  effect  they  have  on  peoples  lives.  People  are  Uving  longer  fuller 
lives  than  ever  before.  The  mentally  ill  are  for  the  first  time  successfully  reintegrat- 
ing back  into  society.  People  stricken  with  crippling  rheimiatoid  arthritis  are  work- 
ing again.  People  with  AIDS  and  cancer  have  a  fiiture  when  they  only  had  death 
to  face,  and  children  with  cystic  fibrosis  are  living  well  past  their  teens.  These  mir- 
acles are  a  result  of  innovative  new  technologies  approved  for  use  only  in  the  last 
decade. 

We  all  must  keep  this  in  mind  as  we  search  for  ways  to  provide  prescription  drugs 
to  those  without  coverage.  We  must  not  kill  the  golden  goose — ^the  pharmaceutical 
industry. 

In  fact,  the  consumer  groups  I  work  with  wonder  why  America  is  trying  to  so  hard 
to  destroy  the  best  system  in  the  world,  or  should  I  say,  what  used  to  oe  the  best 
system  in  the  world.  The  time  has  come  to  rally  for  the  common  good. 

What  drives  prescription  drug  cost  increases? 

Read  any  newspaper,  and  the  message  is  clear,  Congress  beUeves  the  drug  indus- 
try is  driving  up  drug  prices  and  making  profit  on  seniors. 

Let's  be  clear.  Prescription  drug  costs  account  for  about  9  percent  of  total  health 
care  costs.  That's  up  a  couple  of  percentage  points  over  the  last  decade.  What  has 
driven  that  increase?  New  therapies  for  previously  untreatable  diseases  and  rede- 
signed medications  with  fewer  significant  side  effects  for  chronic  conditions.  Utihza- 
tion  has  gone  up  dramatically,  as  much  as  15  percent  because  doctors  are  prescrib- 
ing these  medications  to  keep  people  out  of  the  hospital.  We  should  be  thrilled  that 
dmg  costs  are  rising! 

Our  population  is  aging  and  living  longer.  Outpatient  approaches  to  improving 
health  care  have  reduced  the  number  of  inpatient  hospital  days.  For  example,  from 
1994  to  1999,  according  to  hospital  data,  total  patient  days  were  reduced  fi*om  199.5 
miUion  to  132.4  million.  Prescription  drugs  are  firequently  the  most  effective  and 
least  expensive  treatment  option  to  maintain  quality  of  life. 

IPAA  conducts  retail  pnarmacy  survey 

However,  increased  utilization  is  unrelated  to  the  debate  before  Congress  of  pre- 
scription drug  prices.  And,  to  evaluate  what  is  really  happening  to  consumers  with- 
out prescription  drug  coverage,  the  IPAA  initiated  a  price  survey  of  retail  phar- 
macies in  Washington  State. 

There's  been  much  talk  of  seniors  taking  buses  to  Canada  to  find  lower  prices, 
but  we  found  dramatic  savings  can  be  found  right  here  at  home. 

Our  survey  was  conducted  on  June  21,  2000  by  randomly  calling  at  least  four 
pharmacies  in  each  of  20  Washington  cities.  In  each  city  we  tried  to  find  a  chain, 
independent,  and  warehouse  or  discount  pharmacy  for  comparison.  The  survey 
shoidd  not  be  considered  statistically  accurate,  but  anecdotal  to  the  issue  of  price 
variation.  We  are  not  asking  consumers  to  make  purchasing  decisions  based  on 
these  results,  we  are  encouraging  them  to  pick  up  the  phone  and  do  their  own  call- 
ing around  to  find  the  lowest  available  prices — ^because  the  prices  fi*om  one  store  to 
the  next  are  not  all  the  same. 

Our  findings  were  startling. 

The  retail  cost  of  a  single  prescription  drug  can  vary  as  much  as  163  percent  fi*om 
one  pharmacy  to  the  next. 

The  survey  compared  prices  at  chain,  independent  and  online  pharmacies.  Each 
pharmacy  was  asked  to  provide  retail  prices  on  a  30-day  supply  of  common  dosages 
for  the  brand-name  drugs  Premarin  (hormone  replacement  therapy),  Lipitor  (choles- 
terol), Prilosec  (gastrointestinal)  and  Zoloft  (depression).  Online  pharmacies  offered 
the  lowest  prices  overall.  For  brick  and  mortar  pharmacies,  in  many  cases,  large 
drug  stores  were  not  always  the  least  expensive.  Independent  pharmacies  were 
found  to  be  competitive  in  many  markets. 

We  were  shocked  to  see  the  differences  in  prices — fi'om  as  httle  as  9  percent  to 
as  much  as  163  percent.  Savings  of  30  to  70  percent  were  found  consistently  in 
every  community. 

This  is  good  news  for  consumers,  because  it  shows  that  consumers  can  save  sub- 
stantially on  their  prescription  drug  purchases  by  shopping  around  -just  as  they  do 
for  shows,  groceries  or  gasohne. 

These  findings  underscore  the  significant  savings  that  can  be  realized  by  private 
insurance  plans  who  negotiate  for  best  prices  for  their  members. 

We  think  this  survey  shows  that  pharmaceutical  companies  rarely  set  the  price 
people  pay  at  the  counter.  The  retail  price  can  vary  more  than  150  percent  firom 
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pharmacy  to  pharmacy — that's  brick  and  mortar  pharmacies — ^that  means  prescrip- 
tion prices  at  some  stores  are  more  than  double  the  prescription  prices  at  other 
stores  in  the  same  area!  Why  is  this? 

Ifs  the  free-market,  capitalistic  system  which  the  American  public  whole 
heartedly  supports. 

Roughly  80  percent  of  drug  sales  are  to  wholesalers,  who  then  sell  the  products 
to  a  variety  of  drug  stores.  Fifteen  percent  of  sales  from  pharmaceutical  companies 
is  directly  to  chain  drug  distribution  centers.  So,  the  argument  that  the  industry 
is  gouging  consumers  with  prices  is  completely  iinfounded. 

What  drives  drug  cost  increases?  Many  factors.  Is  it  a  problem?  It's  only  a  prob- 
lem for  those  who  don't  have  prescription  drug  coverage — ^primarily  seniors  on  fixed 
incomes. 

Are  price  controls  the  answer?  Absolutely  not.  Government  price  controls  on  drugs 
won't  give  seniors  access  to  group  buying  power  achieved  through  private  prescrip- 
tion drug  coverage.  And,  it  would  likely  not  resiilt  in  significantly  lowering  drug 
prices  given  the  wide  range  of  prices  we  found  in  our  survey. 

The  basic  premise  of  price  controls  doesn't  work  for  needy  seniors.  If  a  senior  can't 
afford  a  prescription  that  costs  $100,  20  percent  price  controls  lowering  the  cost  to 
$80  won't  help  much.  Even  cutting  the  price  in  half  won't  help  that  poor  senior — 
and  the  effort  to  lower  costs  will  jeopardize  the  health  of  her  grandchildren  as  re- 
search and  development  is  slowed. 

We  agree  that  more  needs  to  be  done  to  find  a  way  to  help  those  without  coverage 
to  pay  for  their  medicines.  But,  before  we  settle  on  a  solution  we  believe  will  work, 
lef  s  find  out  some  more  facts  first. 

Please  keep  in  mind  the  decisions  you  make  will  have  long-lasting  effects  for  con- 
sumers, today  and  for  future  generations.  I  urge  you  to  please  take  the  time  nec- 
essary to  evaluate  the  complexity  of  this  issue  before  you  make  decisions  on  how 
to  solve  it. 

What  may  look  politically  expedient  today  may,  in  fact,  be  tomorrow's  political 
disaster. 

Thank  you.  I  welcome  your  questions.  ; .  ;       -    ;     i  ^ 
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Zoloft  50 
ma  for  30  day* 

62.97 

72.62 

83.69 

89.95 

74.70 

Online  %  difference 

104% 

55 
■<r 

Prlloaac 

10  mg  for  30  days 

100.17 

« 

132.98 

134.13 

121.24 

Retail  %  difference 

5 

■T 

CO 

CO 

LIpitor 

10  mg  for  30  days 

53.17 

55.98 

75.69 

79.25 

69.12 

Online 

14.06 

49.88 

93.19 

61.09 

Prsmarin 

0.625  mg  for  30  days 

15.89 

17.98 

28.69 

29.70 

21.90 

High  Retail 

28.69 

79.25 

134.13 

89.95 

1 

Costco 

East  800  3rd  Avenue 
Spokane,  WA  99202 
(509)  536-0036 

Wal-Mart 

1 5727  E  Broadway  Avenue 
Veradale,  WA 
(509)922-8868 

Rite-Aid 

112  N  HOWARD  ST  #115 
SPOKANE  WA  99201 
(509)838-1851 

The  MedecineShop 

910  W  5th  Avenue  #217 
Spokane.  WA 
(509)456-0515 

Fifth  I  Browne  Pharmacy 

104  W  5th  Avenue  #180 
Spokane.  WA 
(509)  838-4117 

Low  Retail 

15.89 

53.17 

100.17 

62.97 

Drug 

Premarin 

Llpltor 

Prilosec 

Zoloft 
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What  the  Veep  Doesn't  Know  About  Drug  Prices 


Ham  atacb  dc  drugs  cost  to  develcp? 
How  mucb  sbould  vre  be  charged  for 
ttan?  How  much  profit  shouU  dnig  com- 
panies mate? 

In  an  eooDomy  such  as  ours  these  types 
at  questioas  are  nonnaUy  raised  merety  as 
an  academic  diraaoft.  Prices  are  what 
they  are.  and  ve  live  with  them.  Yet  now  a 
CMditlafr  tor  presideitt.  Al  Gar^,  has  of- 
fered as  a  govennnent-certified  fact  that 
there  Is  price-fouginf "  by  drug  compa- 
nies. And  vhile  be  doesn't  ezpUady  say 
he's  in  fxnr  d  price  cootrote.  that's  the 
aMenstive  he  offers. 

He  pgts  his  flnger  on  a  real  problem. 
ttaiMst.  Mi  can  more  or  less  surmise  that 
there  really  is  an  old  lady 


Business  World 
By  Holman  W.  Jenkins  Jr. 


scrimptf  op  food  so  she  can  pay  ior  her 
nedicabaD.  More  to  the  point,  siie's 
icriniptaf  oo  food  to  bail  oat  Medicare. 

The  heallb  care  program  for  seniors  on 
wbaeb  we  latisfa  bOIions  doeszi  t  eorer  pn- 
cr^ibaB  dmcs  except  for  a  narrow  cate- 
:ory  ved  in  a  bospitaJ  setting.  Seniors 
ibo  doot  bare  supplemental  private  insur- 
Ace  face  a  icrevy  incentive:  Pay  (or 
ngs  oat  of  their  own  podcets  cr  tidp  the 
rues  and  ttrow  tbemseives  on  the  mercy 
(  Medicare  for  the  more  acute  (and 
xQy)  cDoditkms  that  result 

The  dtHereiice  between  good  dema- 
jgnery  aad  bad  demagoguery  Is  that  the 
Aer  points  my  from  a  sobition  that 
ares  sodetjr  better  otf.  Here,  we  mast 
itidpate  the  taterttabie  letter  from  Rep. 
m  AUen.  liihead  of  Maine,  who  insists 
at  cutting  the  profits  of  drag  coopanies 
Mid  not  alter  their  willingness  to  tamst 


Of  course  it  would.  And  if  Reptiblicans  had 
Al  Gore's  instinct  for  demagogiiery.  ttjeyd 
produce  a  TV  spot  of  a  swing  voter  in  the 
hospital  with  a  sheet  over  her  face  be- 
cause the  drug  that  would  have  saved  her 
life  hadn't  been  Invented  yet. 

A  matter  usually  passed  over  in  decent 
sUence-how  an  industry  prices  its  jffod- 
ucts-bas  beame  a  political  sbuttiecodc, 
so  let's  deal  with  it. 

•  For  years  the  media  have  doted  on 
levamisole.  a  medicine  for  treating  worms 
in  sheep,  which  Johnson  &  Johnson  has 
sold  to  colon  cancer  patients  for  as  much 
as  Sl.SOO  for  a  year's  treatment 

AH  drugs  are  priced  to  maxinize  profit- 
able revenue,  not  to  pay  b»l  a  fair" 
return  od  ttieir  devdopment  costs.  If  a 
drug  company  found  a  cure  for  cancer  on 
the  sidewalk,  it  woold  charge  what  a  cure 
for  cancer  is  worUL  nis  is  necessary  be- 
cause every  successful  drug  miBt  pay  iMt 
only  its  own  costs  but  the  costs  of  dottBS 
or  ImiMlieds  of  failed  drugs. 

•  ne  media  also  coopiaiB  about  adver- 
tising u  if  this  were  an  extra  cost  bocse 
by  drug  users. 

Drug  companies  spend  on  advertising 
because  if  s  profitafaie-it  pays  for  itself 
by  genmting  addttiopal  sales,  allowing 
deveiopraent  costs  to  be  qiread  over  a 
larger  numbo- of  users.  Tims  the  average 
price  to  each  user  is  lower. 

•  Anodxr  grievaace  is  tiiat  di«g  oonqa- 
nies  engage  in  pice  discrtminatinn 

TUs  also  *ypa'"*f  total  tales  and 
makes  the  drag  ivailahle  to  more  people 
than  if  aU  were  ohiiged  to  pay  the  same 
price.  Even  when  annoying  coomzies  Uke 
Canada  won't  boy  a  drag  far  their  nattonal 
health  systems  except  at  a  dictated  low 
price,  the  cootrfbutiao  ttill  reduces  the  av- 
erage cost  to  aH  oaosiinerE. 


•  In  the  minds  of  some  reporters,  the 
standard  estimate  of  bow  much  companies 
invest  per  successful  new  drug  (S500  mil- 
lion) is  suffused  with  accounting  gim- 
mickry because  it  includes  a  figure  for 
"imputed  interest'  on  capital  tied  up  in 
the  development  process. 

How  would  the  same  repoiten  feel  if 
their  bank  refused  to  pay  them  any  inter- 
est until  after  the  first  10  yean? 

The  whole  discussion  is  excessively 
dim-witted.  There  is  no  meaningful  an- 
swer to  the  charge 
that  drug  companies 
are  noo  profitabte." 
The  relevant  question 
is  how  modi  drug  iimo- 
vation  do  you  want? 

Mr.  Gore  talks  a  lot 
about  drug  prices  with- 
out ever  nyntioning 


ddtcct  is  Ok  federal 
govetument  through 
the  patent  system.  A 


the  bulk  of  their  return 
while  the  patent  laAs.  That's  because 
drags  are  an  expensive  technology  to  in- 
vent but  easy  to  copycat 

Yet  Washington  works  against  its  own 
purposes  eight  ways  from  Xmas:  by  favor- 
ing generics;  by  taking  so  kng  to  approve 
new  drugs  Oat  half  thdr  patent  ttfe  has 
expired  before  they  reach  markft  Compa- 
nies are  forced  to  price  (bugs  higher  to 
recoup  their  costs  under  the  patent  but 
higher  prices  discourage  use.  so  compa- 
nies have  to  charge  even  more,  etc 

Bringing  dn^  prices  under  Medicare 
woaU  only  introduce  the  ultimate  opportu- 
nity to  boQlx  ourselves  up  in  cross  pur- 
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Yes,  a  fat  Medicare  subsidy  would 
goose  volume,  but  seniors  are  the  primary 
consumers  of  drugs  and  thus  the  priraar>' 
funders  of  drug  research.  No  industry  in 
its  right  mind  wants  to  lose  control  of  pric- 
ing in  these  circumstances. 

Drug  companies  have  already  seen  the 
effect  on  hospitals  and  doctors,  who  are 
reimbursed  at  rates  that  seldom  cover 
100%  of  the  cost  of  treatment,  when  even 
Medicare  calculates  that  104%  ]s  neces- 
sary to  maintain  reinvestment  rates.  With 
drugs,  it  could  potentially  be  worse  be- 
cause so  much  of  the  cost  is  sunk  R&D. 
Pharmaceutical  makers  might  well  throw 
up  their  hands  and  accept  six  cents  for  a 
pill  that  they  now  charge  $6  for,  but  forget 
about  investment  in  new  drugs. 

Just  about  every  sentient  analyst  in 
Washington  believes  it's  Medicare  that 
needs  reforming,  not  the  drug  industry. 
Instead  of  paying  for  medical  goods  aiid 
services  directly.  Medicare  should  subsi- 
dize seniors  to  buy  private  insurance 
plans.  Private  plans  wouldn't  have  dictato- 
rial power  to  drive  prices  down  below  de- 
velopment costs  but  they'd  have  every  In- 
centive to  shift  seniors  to  drug  therapies 
that  are  cheaper  in  the  long  run. 

Getting  back  to  the  patent  system,  econ- 
omists  have  long  recognized  what  are 
called  ''deadweight  losses'*  that  arise  be- 
cause of  a  short-term  monopoly.  In  1839, 
France  bought  the  rights  to  the  Daguerreo- 
type and  donated  them  to  the  worid  .to 
speed  the  new  technology's  acceptance.!In 
the  case  of  certain  medicines,  the  wotst 
trade-offs  could  easily  be  obviated  by  gov- 
ernment or  some  other  party  buying  the 
patent  rights  to,  say,  an  AIDS  drug,  and 
placing  them  in  ttie  public  domain.  V 

With  some  $500  billion  piling  up  in  pri- 
vate foundations,  it's  surprising  that  some 
of  our  visionary  zillionahres  haven't  al- 
ready thought  of  this. 
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The  Chairman.  Mr.  Ortiz. 

Mr.  Ortiz.  Mr.  Chairman,  members  of  the  committee,  I  am  Car- 
los Ortiz,  director  of  government  affairs  for  CVS  Pharmacy,  and  I 
certainly  appreciate  the  opportunity  to  appear  before  you  today 
concerning  the  factors  driving  pharmaceutical  costs. 

CVS  operates  over  4,000  pharmacies  in  29  States  and  the  Dis- 
trict of  Columbia.  We  employ  12,000  pharmacists  and  filled  285 
million  prescriptions  in  1999. 

I  am  also  here  representing  NACDS  and  its  160  member  compa- 
nies. 

We  certainly  understand  the  concerns  that  consumers,  payers, 
and  policymakers  are  having  with  rapidly  increasing  prescription 
medication  expenditures.  Multiple  factors  are  driving  these  in- 
creases. Physicians  are  prescribing  more  medications  for  Ameri- 
cans, especially  older  Americans,  and  we  believe  that  is  good — it 
helps  people  lead  healthier,  happier,  longer  lives. 

>3'ewer  medications  are  being  approved  at  a  faster  rate,  many  at 
higher  prices  than  the  drugs  that  they  are  replacing. 

Finally,  drug  manufacturers'  direct-to-consumer  advertising 
budgets  have  increased  dramatically. 

Direct-to-consumer  advertising  appears  to  be  one  of  the  factors 
dramatically  increase  the  budgets  of  public  and  private  prescription 
drug  plans,  including  Medicaid.  Manufacturer  direct-to-consumer 
advertising  is  expected  to  exceed  $2  billion  this  year. 

Recently,  the  director  of  the  PACE  program,  a  prescription  drug 
program  for  the  elderly  in  Pennsylvania,  told  me  that  just  one  drug 
that  was  direct-to-consumer  advertised — Prilosec — consumed  20 
percent  of  his  budget. 

Retail  pharmacy  is  the  most  competitive  segment  of  the  health 
care  marketplace.  We  are  already  operating  under  the  slimmest  of 
margins — only  2  percent  net  profit  annually.  Unlike  most  other 
health  care  services,  consumers  can  shop  around  for  prescription 
prices.  Any  consumer  can  call  any  pharmacy  to  find  out  the  price 
of  a  prescription  drug. 

It  is  important  for  policymakers  and  consumers  to  understand 
the  cost  components  of  a  retail  prescription.  About  78  percent  of 
the  average  retail  prescription  price  represents  the  pharmacy's  cost 
of  purchasing  the  product  from  the  manufacturer  and  the  whole- 
saler. About  22  percent  of  the  average  prescription  price  represents 
the  pharmacy's  gross  margin  on  the  prescription.  Of  that  22  per- 
cent, about  19  percent  represents  the  pharmacy's  operational  costs, 
such  as  salaries,  rent,  heat,  lights,  computers,  etc;  and  about  one 
percent  represents  taxes. 

Thus,  the  net  profit  on  the  average  prescription  for  the  average 
retail  pharmacy  in  the  United  States  is  about  2  percent.  Given  this 
economic  reality,  you  can  understand  how  concerned  we  are  about 
current  Medicare  proposals  that  would  impose  some  price  controls 
on  community  pharmacy. 

We  also  want  to  refute  the  credibility  of  some  of  these  so-called 
surveys  that  purport  to  show  wide  variances  in  prescription  drug 
prices  among  community  pharmacies  in  the  same  geographic  area. 
These  surveys  attempt  to  deflect  attention  and  pin  the  blame  on 
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community  pharmacies  for  escalating  pharmaceutical  expenditures. 
That  simply  is  not  the  case. 

For  the  record,  let  me  State  that  these  pricing  studies  are  flawed, 
because  they  only  focus  on  the  price  of  a  few  drugs,  not  a  true  rep- 
resentative sample.  Also,  many  pharmacies  often  provide  10  per- 
cent prescription  discounts  to  uninsured  seniors,  so  the  prices  may 
be  comparing  discounted  and  nondiscounted  prices. 

For  the  record,  in  my  written  testimony,  I  have  included  an 
NACDS  critique  of  some  of  the  so-called  retail  prescription  price 
studies,  especially  one  done  by  "In  context." 

It  may  be  interesting  to  the  committee  to  know  that  a  large 
chain  like  CVS,  operating  4,000  store  and  purchasing  almost  $10 
billion  worth  of  pharmaceutical  in  the  United  States  per  year,  has 
about  the  same  purchasing  leverage  with  brand  name  manufac- 
tures as  do  small  independent  pharmacies — ^relatively  little. 

Thus,  while  the  thought  is  that  the  **big  guys"  get  better  deals 
when  it  comes  to  brand  name  pharmaceuticals,  that  is  just  not  the 
case. 

Moreover,  we  know  that  this  committee,  particularly  you,  Mr. 
Chairman,  are  interested  in  proposals  that  would  allow  consimiers, 
wholesalers  and  pharmacies  to  reimport  into  the  United  States 
pharmaceuticals  that  are  made  in  nearby  countries.  If  these  pro- 
posals would  save  the  consumers  money,  we  certainly  would  not 
oppose  them.  We  do  have  many  questions  with  regard  to  the  na- 
ture of  those  amendments. 

We  have  heard  that  in  fact  all  the  savings  would  go  to  whole- 
salers and  middlemen.  As  we  have  stated  before,  pharmacy  is  the 
most  competitive  segment  of  the  health  care  marketplace.  We  know 
that  competition  would  force  us  to  pass  along  those  savings.  How- 
ever, we  do  have  some  questions  about  the  proposal. 

One  is  that  we  do  not  know  if  the  appropriations  budget  is  the 
appropriate  place  to  deal  with  it,  because  it  is  such  a  significant 
issue.  The  amendment  that  I  saw  that  came  over  from  the  House 
would  only  prevent  FDA  from  enforcing  the  law;  it  would  not  do 
away  with  the  law.  For  a  company  the  size  of  CVS  to  engag:e  in 
an  activity  that  would  still  be  illegal,  although  not  enforced,  is  of 
serious  concern.  For  CVS  to  open  a  wholesale  or  warehouse  dis- 
tribution center  in  Canada  or  Mexico,  with  only  a  one-year  window, 
might  not  be  an  economic  business  decision  that  we  would  want  to 
engage  in. 

There  are  other  serious  questions.  Could  a  company  purchasing 
$10  billion  get  an  uninterrupted  supply  from  a  nearby  country?  If 
we  cannot,  then  how  do  we  distinguish  between  the  inventory  that 
we  bought  at  the  Canadian  price  versus  the  inventory  we  bought 
at  the  U.S.  price? 

Those  are  just  some  of  the  questions  that  we  have. 

I  would  now  like  to  briefly  focus  on  some  potential  ideas  for  man- 
aging pharmaceutical  expenditures.  One  solution  is  to  maximize 
the  use  of  low-cost  generics.  At  CVS,  the  average  generic  prescrip- 
tion price  is  $15.21.  This  compares  with  the  average  name  pharma- 
ceutical retail  of  $61.96.  Over  the  next  few  years,  billions  of  pre- 
scription drug  dollars  will  be  saved  as  many  of  today's  popular 
brand  name  drugs  become  available  generically  when  they  go  off- 
patent.  Some  of  those  medications  include  Vasotec,  Glucophage, 
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Prozac,  Prilosec,  Mevacor,  and  others.  The  Federal  Government 
should  be  doing  everything  it  can  to  encourage  the  increased  utili- 
zation of  drugs,  and  that  includes  making  sure  that  any  reimburse- 
ment list,  such  as  the  HCFA  Federal  Upper  Limit  List,  is  accurate 
and  encourages  generic  utilization  and  dispensing. 

We  also  believe  that  some  popular  prescription  medications  could 
be  safely  switched  to  OTC  status,  like  nonsedating  antihistamines, 
and  that  consumers  and  payers  would  benefit  from  the  price  com- 
petition that  that  would  ensure  in  the  marketplace. 

Finally,  increasing  use  of  prescription  drugs  requires  more  ag- 
gressive management  of  these  prescription  medications,  especially 
by  pharmacists,  who  are  best-  situated  and  best-trained  to  perform 
this  function.  We  recognize  your  efforts,  Mr.  Chairman,  in  promot- 
ing medication  therapy  management  in  the  legislation  that  you  in- 
troduced, the  "Pharmaceutical  Aid  for  Older  Americans  Act,"  which 
recognizes  the  importance  of  these  phsumacy-based  services. 

We  urge  the  committee  to  remember  the  considerable  value  that 
pharmacists  practicing  at  CVS  and  other  community  pharmacies 
add  to  the  health  care  system. 

Thank  you  for  this  opportunity. 

The  Chairman.  Thank  you,  and  I  believe  you  were  at  one  point 
referring  to  the  House  bill. 
Mr.  Ortiz.  That  is  right. 
The  Chairman.  Thank  you. 
[The  prepared  statement  of  Mr.  Ortiz  follows:] 

Prepared  Statement  of  Carlos  R.  Ortiz,  R.Ph. 

Mr.  Chairman  and  Members  of  the  Senate  HELP  Committee.  I  am  Carlos  Ortiz, 
Director  of  (Jovemment  Affairs  for  CVS/Pharmacy,  Inc.  I  appreciate  the  opportunity 
to  appear  before  you  today  to  discuss  factors  driving  pharmaceutical  costs.  CVS  op- 
erates over  4,000  pharmacies  in  29  states  and  the  District  of  Columbia.  We  employ 
12,000  pharmacists,  and  filled  285  million  prescriptions  in  1999.  ^  In  addition  to  the 
traditional  pharmacies,  we  also  operate  30  specialty  ProCare  pharmacies,  to  serve 
patients  requiring  complex  drug  therapies  to  treat  health  conditions  such  as  HIV/ 
AIDS  and  organ  transplants. 

I  am  also  here  on  behalf  of  the  National  Association  of  Chain  Drug  Stores 
(NACDS).  NACDS  represents  approximately  160  chain  companies  operating  about 
32,000  pharmacies  that  provide  about  two-thirds  of  the  3  billion  prescriptions  that 
are  dispensed  annually  in  the  United  States. 

In  my  testimony  here  today,  I  will  present  our  perspectives  on  factors  that  are 
driving  pharmaceutical  costs  in  the  United  States.  I  will  also  discuss  some  of  the 
economic  pressures  facing  community  pharmacy  today,  and  the  factors  that  affect 
the  retail  price  that  customers/patients  pay  for  tneir  prescription  medications. 

Retail  Prescription  Sales  Increasing 

In  1999,  prescription  sales  in  traditional  community  pharmacies  topped  $121  bil- 
lion, an  increase  of  13  percent  over  1998.  Clearly,  prescription  drug  expenditures 
in  the  United  States  are  increasing  rapidly  in  both  public  and  private  programs.  Ac- 
cording to  recent  reports  firom  two  large  pharmacy  benefit  managers  (PBMs),  pre- 
scription expenditures  increased  by  as  much  as  17.8  percent  in  the  private  market- 
place and  most  state. 
Medicaid  programs  are  experiencing  double-digit  growth  rates.  ^ 
Increased  use  of  prescription  drugs  is  generally  a  positive  development.  Medica- 
tions help  Americans  lead  healthier,  happier  and  longer  lives.  Studies  show  that  in 
most  cases,  prescription  medications  are  a  cost-effective  and  safe  way  to  treat  and 


iCVS  operates  in  states  of  Senate  HELP  Committee  Members  as  follows:  Vermont-2,  Ala- 
bama-140,  Connecticut- 109,  Maine-16,  Maryland-164,  Massachusetts-292,  New  Hampshire- 
21,  Ohio-393,  Rhode  l8land-43,  Tennessee-142. 

2  See  "1999  Express  Scripts  Drug  Trend  Report  and  "Managing  Pharmacy  Benefit  Costs  , 
Merck-Medco,  2000. 
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prevent  disease.  As  a  result,  more  and  more  prescriptions  are  being  filled  each  day 
in  our  pharmacies. 

However,  we  certainly  understand  the  concerns  that  consumers,  payors,  and  pol- 
icymakers are  having  with  rapidly-increasing  prescription  medication  expenditures. 
Multiple  factors  are  driving  tnese  increases — ^physicians  are  prescribing  more  medi- 
cations for  older  Americans,  newer  medications  are  being  approved  at  a  faster  rate, 
many  at  higher  prices  than  the  drugs  that  they  are  replacing;  and  finally,  drug 
manufacturers'  direct-to-consumer  (DTC)  advertising  budgets  nave  increased  dra- 
matically. 

Clearly,  this  significant  increase  in  pharmaceutical  advertising  has  its  benefits. 
Consumers  become  better  informed  about  new  treatments.  Other  medical  conditions 
that  may  have  been  going  imtreated  are  being  diagnosed  as  a  result  of  more  individ- 
uals visiting  a  physician's  office. 

DTC  advertising  appears  to  be  one  of  the  factors  busting  the  budgets  of  public 
and  private  prescription  drug  programs,  including  Medicaid  programs.  Manufac- 
turer DTC  advertising  is  expected  to  exceed  $2  billion  this  year,  A  recent  New  York 
Times  report  suggested  that  DTC  could  often  encourage  the  over-utilization  of  pre- 
scription drugs.  3  In  many  cases,  the  most  heavily  promoted  medications  are  the 
highest  sellers.  For  example,  the  Director  of  the  PACE  program  for  the  elderly  in 
Pennsylvania  recently  told  me  that  just  one  DTC  advertised  product  (Prilosec)  ac- 
counted for  20  percent  of  their  total  budget  for  pharmaceutical  expenditures. 

There  may  be  lower-cost  alternative  means  of  treating  a  condition  that  are  not 
prescribed  because  the  patient  requests  a  DTC  drug.  At  some  point.  Congress  may 
want  to  review  FDA  policies  regarding  DTC  advertising  to  determine  its  implica- 
tions for  consumers'  health  and  tine  hesQth  care  deUvery  system. 

Retail  Pharmacy's  Overall  Contribution  to  Pharmaceutical  Expenditures 

We  certainly  understand  consumers'  and  payors'  fi:nstrations  witii  rapidly-increas- 
ing prescription  medication  expenditures.  Every  day,  our  pharmacists  attempt  to 
work  with  consumers  and  seniors  to  help  them  afford  the  medications  prescribed  to 
them  by  their  physician.  For  example,  we  try  to  encourage  generic  substitutes  for 
brand  name  prescription  medications  when  they  are  appropriate  and  available.  I 
will  be  discussing  this  further  a  Uttle  later. 

Retail  pharmacies  operate  in  an  extremely  competitive  marketplace,  and  are 
among  the  most  accessible  health  care  providers.  We  are  already  operating  on  the 
slimmest  of  margins— only  2  percent  net  profit  annually.  There  are  over  55,000  com- 
munity pharmacies  in  the  United  States,  and  there  is  a  pharmacv  within  5  miles 
of  95  percent  of  the  entire  U.S.  population.  Unlike  most  other  health  care  services, 
consumers  can  shop  around  for  prescription  prices. 

It  is  important  lor  the  Committee  to  know  that  in  1999,  about  79  percent  of  all 
retail  pharmaQr  prices  were  set  by  third-party  pavors.  The  remaining  21  percent  are 
"cash-based"  prescription  prices  are  determined  by  the  highly-competitive  retail 
pharmacy  marketplace.  The  prices  that  pharmacies  charge  for  prescriptions  are 
among  the  most  visible  and  transparent  prices  in  the  entire  health  care  and  phar- 
maceutical distribution  systems.  Any  consumer  can  call  a  pharmacy  to  find  out  the 
price  of  a  prescription  drug.  This  price  transparency  is  what  has  made  retail  phar- 
macy so  competitive.  However,  that  is  not  always  the  case  with  pharmaceutical 
manufacturers'  prices. 

Community  retell  pharmacy  is  at  the  tail  end  of  a  distribution  system  that  begins 
with  the  drug  manufacturer.  We  simply  pass  along  the  costs  and  prices  that  are 
charged  to  us  by  the  manufacturer  and  the  wholesaler — and  sometimes  we?  are  un- 
able to  pass  along  the  entire  cost  because  of  the  competitive  nature  of  our  market- 
place. We  are  the  ones  that  have  to  tell  consumers  that  our  cost  of  buying  the  medi- 
cation— ^and  thus,  their  cost  of  buying  it  fix)m  us — has  increased  once  again. 

For  that  reason,  it  is  importent  for  poUcymakers  to  understand  the  retail  phar- 
macy costs  in  the  context  of  the  overall  price  of  a  prescription.  That  is,  when  a  con- 
sumer picks  up  a  prescription  at  the  local  pharmacy,  what  are  the  cost  components 
of  that  prescription? 

•  Almost,  800  percent  of  the  average  retail  prescription  price  represents  the  phar- 
macy's coste  of  purchasing  the  product  fi^m  the  manufacturer  and  tiie  wholes«der 
(See  Atteched); 

•  About  22  percent  of  the  average  retail  prescription  price  represents  the  phar- 
macy's gross  margin  on  the  prescription.  About  19  percent  of  this  amount  represents 
pharmacy's  operational  costs — such  as  salaries,  rent,  heat,  lights,  computer  systems 
infrastructure  and  1  percent  represents  taxes  that  are  paid; 

•  The  net  pharmacy  profit  on  the  average  prescription  is  only  about  2  percent. 


3  "Group  Seeks  to  Counteract  Drugmakers:  Health  Providers  Assail  Consumer  Advertising", 
New  York  Times,  Jime  30,2000, 
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Given  this  economic  reality,  squeezing  pharmacy  retail  prices  and  pharmacy  mar- 
^ns  will  have  a  limited  effect  on  reducmg  drug  prices.  In  order  to  reduce  prescrip- 
tion expenditures  effectively,  payors— including  tiie  Federal  government— must  ad- 
dress the  purchasers'  cost  of  pharmaceuticals  as  well  as  prescribing  patterns  and 
behavior. 

For  these  reasons,  you  can  understand  how  concerned  we  are  about  so-called 
"studies"  that  attempt  to  deflect  attention,  and  pin  the  blame  on  community  phar- 
macies for  escalating  pharmaceutical  expenditures,  by  surveying  the  prices  that  we 
charge  for  prescriptions.  Price  surveys  attempt  to  show  variance  in  prices  charged 
by  different  pharmacies  in  a  common  geographic  area  for  the  s€Lme  prescription.  We 
believe  that  any  retail  prescription  price  variances  reflect  the  highly  competitive  na- 
ture of  our  marisetolace.  We  would  suspect  that  similar  price  variances  would  be 
found  for  both  health  related  and  non-health  related  products  and  services  in  the 
same  geographic  area. 

For  the  record,  let  me  sav  that  many  of  these  pricing  studies  are  flawed  because 
they  only  focus  on  prices  for  a  single  drug — not  a  true  representative  sample  of 
drugs — and  are  not  weighted  to  reflect  their  relative  importance  of  the  drug  in  the 
marketplace. 

Many  of  the  prices  quoted  by  pharmacies  could  actually  reflect  "below  cost**  prices 
for  these  drugs,  since  many  pharmacies  use  some  drugs  as  ^oss  leaders."  That  is, 
because  the  competitive  nature  of  our  market,  many  pnarmacies  will  discount  pre- 
scription prices  to  attract  consumers  to  our  stores.  Also,  many  pharmacies  often  pro- 
vide 10  percent  prescription  discounts  to  uninsured  seniors;  so,  here  again,  these 
survey  prices  might  be  comparing  discounted  and  non-discounted  prices.  For  the 
record,  I  would  uke  to  submit  an  NACDS  critique  of  a  so-called  "retail  prescription 
price  study"  done  by  "In  context",  which  was  recent  cited  by  some  Members  of  Con- 
gress (See  Attached). 

Issues  in  the  Pharmaceutical  Manufacturer  Marlcetplace 

As  plans  and  payors  struggle  to  control  escalating  pharmaceutical  expenditures, 
and  tne  pharmaceutical  manufacturing  industry  further  consoUdates,  we  are  con- 
cerned that  competition  in  the  pharmaceutical  manufacturers'  marketplace  will  do 
Uttle  to  control  these  costs.  As  payors  and  PBMs  attempt  to  achieve  savings,  they 
increasingly  rely  on  squeezing  reimbursement  to  pharmacists,  which  is  the  wrong 
solution  to  this  problem. 

We  have  little  negotiating  leverage  with  brand  name  pharmaceutical  companies. 
We  do  not  receive  the  same  deep  discounts  that  some  drug  manufacturers  give  hos- 
pitals and  HMOs.  Therefore,  pohcies  that  seek  to  curb  manufacturers'  prices  for  pre- 
scription drugs  by  limiting  the  prices  that  retail  pharmacies  charge  do  not  work, 
and  only  hurt  community,  retail  pharmacies  by  further  eroding  our  already  slim  op- 
erating and  profit  margins. 

It  may  be  interesting  to  the  Committee  to  know  that  a  large  4,000  store  chain 
like  CVS  has  about  the  same  purchasing  leverage  with  brand  name  manufacturers 
as  do  small  independent  pharmacies — relatively  Uttle.  Thus,  while  it  is  often 
thought  that  the  '^ig  guys"  get  better  deals,  when  it  comes  to  pharmaceuticals,  that 
is  just  not  the  case. 

That  is  why  we  are  so  concerned  about  many  of  the  current  Medicare  prescription 
drug  proposals,  that  seek  to  control  the  prices  that  retail  pharmacies  can  charge 
Medicare  beneficiaries  before  their  coverage  becomes  effective  and  after  their  cov- 
erage expires.  These  price  reductions  come  primarily  out  of  the  hides  of  retail  phar- 
macies manufacturers  do  not  pay  rebates  on  drugs  that  are  provided  before  and 
after  the  coverage  -  yet,  we  woidd  be  required  to  provide  discounts. 

Moreover,  the  extent  of  the  prescription  discounts  that  it  is  suggested  would  re- 
sult under  these  programs  simply  do  not  reflect  market  realities.  At  best,  they  are 
pure  distortions.  For  example,  a  Lewin  Group  study  is  being  used  by  the  pharma- 
ceutical industry  to  argue  that  private  insurers  can  lower  prescription  drv^g  prices 
by  30-39  percent  fix>m  retail  prescription  prices.  This  is  simply  not  true. 

Even  if  manufacturer  rebates  were  included  in  these  discounts — ^and  passed  along 
to  the  consumer — which  they  are  not — such  price  reductions  are  impossible.  We 
have  appended  the  so-called  Lewin  study,  as  well  as  our  analysis  of  the  stuchr.  We 
urge  this  Committee  and  this  Congress  to  be  wary  of  this  two  and  one-half  page 
Lewin  "study." 

Moreover,  we  know  this  Committee,  and  particularly  you,  Mr.  Chairman,  are  in- 
terested in  proposal  that  would  allow  individual  consumers,  wholesalers,  and  phar- 
macies to  reimport  into  the  United  States  pharmaceuticals  that  are  made  in  the 
U.S.  or  U.S.  approved  facilities  in  foreign  countries. 

We  share  the  concern  of  the  Committee  that  manufacturers'  pharmaceutical 
prices  to  consumers  in  other  industrialized  nations  are  lower  than  prices  charged 
m  this  country.  Our  company  operates  pharmacies  in  states  along  the  Canadian  bor- 
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der,  and  our  pharmacists  often  bear  the  brunt  of  irate  consumers  who  know  they 
can  go  across  the  border  a  few  miles  away  to  purchase  the  same  medications  at 
much  lower  prices.  We  sympathize  with  these  individuals,  but  there  is  little  that 
we  can  do  about  the  situation. 

Many  advocates  believe  that  the  competitive  retail  pharmacy  marketplace  would 
assure  that  consumers  would  benefit  from  lower-priced  pharmaceutical  products  if 
tiiey  were  reimported  back  into  the  United  States  by  pharmacies  and  wnolesalers. 
However,  those  of  us  in  pharmacy  would  want  to  be  sure  that,  before  such  a  pro- 
gram moves  forward,  that  legitimate  safety  concerns  be  addressed  to  assure  the  in- 
tegrity and  quality  of  the  products  that  are  brought  into  the  United  States.  Finally, 
we  have  concerns  about  addressing  this  issue  through  the  appropriations  process, 
and  beheve  that  such  an  important  matter  of  public  policy  should  be  fiilly  debated 
in  the  normal  legislative  process. 

Suggestion  for  Pharmaceutical  Expenditure  Cost  Management 

I  would  now  like  to  focus  on  some  potential  ideas  for  managing  pharmaceutical 
expenditures  within  existing  laws  and  regulations.  One  solution  is  to  maximize  the 
use  of  lower-cost  generic  drugs.  At  CVS,  the  average  generic  prescription  price  is 
$15.21.  This  compares  with  the  average  brand  name  pharmaceutical  retail  of 
$61.96.  Over  the  next  few  years,  bilUons  of  dollars  in  prescription  drugs  will  be 
saved  as  many  of  today's  popular  brand  name,  drugs  go  off  patent.  Some  of  the 
medications  tnat  will  become  available  generically  include  Vasotec,  Glucophage, 
Prozac,  Prilosec,  Mevacor,  and  others. 

Unfortunately,  many  plans  and  even  pubhc  programs  discourage  the  use  of 
generics.  For  example,  the  Medicaid  program  is  significantly  discouraging  the  use 
of  generic  drugs  by  setting  reimbursement  for  many  generic  drugs  at  a  level  that 
is  lower  than  the  pharmacy's  cost  of  acquiring  the  drug.  Additionally,  our  fixed  cost 
to  dispense  a  prescription  (over  $7.00  per  prescription)  is  the  same  whether  we  dis- 
pense a  $15.00  generic  prescription  or  $62.00  brand  name  prescription. 

We  need  to  make  sxire  we  cover  the  cost  of  dispensing  the  prescription.  If  the 
payors,  in  this  case  the  government,  reduce  the  reimbursement  on  generics  too  low, 
it  will  unfortunately  encourage  pharmacies  to  recommend  higher  cost  brand  name 
drugs,  increasing  both  Federal  and  state  Medicaid  prescription  drug  expenditures. 

On  the  flip  side,  proper  generic  reimbursement  wiU  encourage  pharmacies  to  help 
reduce  pharmacy  costs  by  managing  medication  therapy  toward  greater  generic  uti- 
lization. For  example,  switches  in  anti-arthritis  therapy  from  generically  available 
NSAIDS  (costing  pennies  a  day)  to  very  expensive  Cox  2  inhibitors  and  anti  ulcer/ 
heartbiuTi  therapy  from  low  cost  products  such  as  generic  Zantac  or  Tagamet  to 
much  more  expensive  products  such  as  Prilosec  has  added  iinnecessary  cost  to  the 
system.  While  we  recognize  that  in  some  cases  these  new  more  expensive  drugs  are 
the  appropriate  choice,  few  would  argue  that  they  are  always  the  drug  of  choice. 

We  also  think  that  the  Committee  should  consider  policies  in  this  country  regard- 
ing the  switching  of  certain  prescription  drugs  to  over-the-counter  status.  The  FDA 
is  currently  undertaking  a  comprehensive  review  of  how  these  drugs  are  switched, 
and  the  classes  that  should  be  switched.  We  believe  that  certain  classes  of  drugs 
that  have  long  proven  their  safety  as  prescription  drugs,  such  as  non-sedating  anti- 
histamines, should  be  switched  to  OTC  so  that  they  can  be  made  more  available  and 
the  competition  of  the  marketplace  can  help  reduce  their  overall  costs. 

Finally,  it  is  very  important  that  we  avoid  a  "silo  mentalit}^  when  we  consider 
prescription  drug  expenditures.  We  believe  that  in  many  cases,  expenditures  on  pre- 
scription drugs  are  the  most  cost-effective  and  safe  way  of  treating  disease.  How- 
ever, increasing  use  of  prescription  drugs  requires  more  aggressive  management  of 
these  prescription  medications,  especially  by  pharmacists  who  are  best  situated  and 
best  trained  to  perform  this  function.  We  recognize  your  efforts,  Mr.  Chairman,  in 
promoting  medication  therapy  management  in  the  legislation  that  you  introduced, 
the  Pharmaceutical  Aid  for  Older  Americans  Act,  which  recognizes  the  importance 
of  these  pharmacy-based  services.  We  lurge  the  Committee  to  remember  the  consid- 
erable value  that  pharmacists  practicing  in  CVS  and  other  community  pharmacies 
can  add  to  the  health  care  system. 

Thank  you  for  the  opportunity  to  appear  before  you  today.  On  behalf  of  CVS  Phar- 
macy and  NACDS,  we  appreciate  your  interest  in  the  issue  of  pharmaceutical  costs, 
pricing,  and  expenditures. 


123 


c 

Q> 

c 

o 

E 

o 

(0 

o 

o 

c 

Q. 

mmm 

o 

(A 

s 

$43. 

MOO 

Q. 

CM 

1 

CO 

o 

(0 

CM 

in 

1 

I- 

■ 

o 

(0 

00 

<o 

CO 

CO 

o 

< 

'4-1 

c6 

Q 

OS 

O 

od 

o 

(0 

a: 

B 

■ 

2  g 


^1— 1^ 

CM 

_ 

CO 

1 

1 

T— 

CO 

CM 

5^ 

■ 

O 

I 

m 

^  a 

00 

O 

in 

oo 

CO 

in 

o 

o> 

Sd 

CM  ^ 

PS 

in 

O 

d  ^ 

O 

d 

O 

^  o 

o 

CO 

o 

cn  ^ 

o 

(A 

o 

Q) 

X 

(A 

X 

(0 

o 

O 

(0 

z 

o 

H  Z 

o 

1- 

z 

■ 

■ 

a 

■  ■ 

□ 

■ 

N 

(o 

\ 

lacie 

/ 

CO  ^ 

«P  ^ 

Retail  P 

!  § 

1 

\  1 

»  ^ 
^  1 

^  1 

tl 
IS 

t/i  o 

It 


CO  CO 


124 


LEWIN  GROUP 

"PRESCRIPTION  DISCOUNTING  REPORT" 

DOESN'T  ADD  UP! 
30-39  %  Discounts  are  Grossly  Flawed  NumbersI! 

Background 

The  April  2000  Lewin  Group  2-page  'report",  "Price  Discounting  Practices  for  Pharmaceuticals 
in  tfie  U.S."  concludes  that  Medicare  beneficiaries  could  save  anywhere  from  30-39  percent  off  retail 
cash  prescription  prices  if  the  Federal  government  allowed  private  insurance  companies  to  negotiate 
on  their  behalf. 

Unfortunately,  this  study  is  methodologically  flawed,  has  absolutely  no  validity,  and  grossly  overstates 
savings  that  can  be  achieved  by  private  insurance  companies  or  PBMs  on  prescription  dnjg  prices. 
Here's  the  problems  with  the  study: 

Analysis 

•  Sample  Size  Too  Small:  The  survey  only  sampled  five  insurance  companies  -  hardly  enough  of 
a  statistically-valid  sample  to  make  conclusions  about  the  discounts  that  are  provided  to  about  2 
billion  prescriptions  that  are  covered  by  private  insurance  plans. 

•  Manufacturer  Rebate  Savings  are  Not  Passed  Along  to  the  Consumer  The  Lewin  study 
intimates  that  insurance  companies  pass  along  all  the  savings  they  may  be  able  to  negotiate  with 
manufacturers  and  pharmacies  -  this  is  not  true  -  only  the  pharmacy  discounts  are  passed  along 
to  the  consumer.  The  Federal  govemment  would  have  to  require  that  the  PBM  price  charged  to 
consumer  reflect  the  manufacturer  rebates,  and  this  is  simply  not  done  now  in  the  private 
marketplace. 

•  Drug  Manufacturer  Rebates  are  Overstated  and  Should  Not  be  Included  in  the  Calculations; 

Even  if  manufacturer  rebates  are  reflected  in  the  price  paid  by  the  consumer,  the  study  overstates 
the  manufacturer  rebates  obtained  by  managed  care  plans.  It  finds  the  average  manufacturer 
rebate  is  9  to  15  percent,  compared  to  a  1999  Kaiser  Foundation  report,  which  found  that  the 
average  rebate  is  3  percent,  and  a  1996  analysis  from  the  Health  Care  Financing  Administration, 
which  found  that  the  average  manufacture  rebate  is  6  percent 

Moreover,  manufacturers  do  not  pay  rebates  on  all  prescription  drugs  -  for  example, 
manufacturers  usually  do  not  negotiate  rebates  on  very  expensive  single  source  patented 
prescription  drugs  because  there  are  no  competitors;  ttius,  manufacturers  do  not  have  to  provide 
price  concessions.  Manufacturers  tend  to  negotiate  rebates  on  older  brand  name  drugs,  which  are 
usually  not  prescribed  extensively.  That  is  because  they  are  not  promoted  as  heavily  by  the 
manufacturers  through  direct-to-consumer  (DTC)  advertising.  Thus,  the  study  should  have 
"weighted"  the  rebates  based  on  use,  which  would  have  resulted  in  a  much  lower  manufacturers' 
rebate  than  reported  here. 

•  Phanmacv  Discounts  are  Oversteted:  The  study  overestimates  Vne  discounts  that  managed  care 
plans  negotiate  wiUi  community  pharmacies  for  brand-name  drugs.  The  study  readily  admits  this 
fact  by  saying  in  an  obscure  footnote  that  "these  discounts  are  somewhat  overstated,  as  the 
dispensing  fee  is  included  in  the  refaii  price,  but  not  in  tiie  discount  that  the  insurer  pays  to  tiie 
pharmacy." 


125 


Lewin  finds  the  average  pharmacy  network  brand-name  discount  to  tie  AWP  - 16%  to  AWP  - 19%. 
This  compares  to  another  reputable  source,  the  Wyeth-Ayerst  Report,^  which  Lewin  uses  as  the 
basis  for  its  estimate  of  the  average  third-party  dispensing  fee,  which  found  the  average  ingredient 
cost  discount  in  managed  care  plans  to  be  only  AWP  - 13%.  This  means  that  consumers  will 
realize  much  less  of  a  discount  at  the  retail  pharmacy  counter  than  reported  here. 

Because  the  manufacturer  rebates  are  not  passed  along  at  the  pharmacy  counter,  and  assuming 
that  the  consumer  takes  advantage  of  the  1 0  percent  prescription  discount  offered  by  most 
pharmacies,  the  consumer  could  be  better  off  without  this  coverage. 

>  EXAMPLE:  According  to  the  Lewin  Study,  the  average  consumer  pays  AWP  plus  4  percent  at 
the  pharmacy  counter  for  a  brand  name  dmg.  Assuming  that  this  is  correct,  the  consumer 
would  be  charged  $52  for  a  drug  with  an  AWP  of  $50.  With  insurance  coverage,  the 
prescription  charge  would  be  $46.50  (AWP  -  13%  plus  $3.00  dispensing  fee.)  This  is  the 
amount  that  the  consumer  who  is  not  yet  eligible  for  coverage  would  pay  under  the  plan 
BECAUSE  PBMs  DO  NOT  PASS  ALONG  THE  MANUFACTURERS  REBATES  AT  THE 
PHARMACY  COUNTER. 

However,  if  the  senior  took  advantage  of  the  10  percent  discount  offered  by  most  retail 
pharmacies,  they  would  pay  $46.80  for  the  prescription  (a  10  percent  discount  off  $52),  or  only 
30  cents  more  than  those  with  coverage  -  or  only  a  0.6  percent  difference.  Even  if  the 
consumer  did  not  ask  for  the  10  percent  pharmacy  discount,  the  difference  between  the  retail 
prescription  price  and  the  insurance  price  for  the  prescription  drug  is  $5.20,  or  only  10.5 
percent.  NOT  30-39  PERCENT. 

Given  that  the  average  brand  name  prescription  price  is  about  $53. 10  percent  is  atx>ut  the 
average  discount  that  a  senior  could  expect  under  this  program  -  the  same  as  they  could  get 
from  a  retail  pharmacy  right  now. 

•    Benefit  to  Seniors  has  to  be  Questioned:  Even  v\^out  ttiese  alleged  discounts,  the  value  of  the 
Medicare  Rx  2000  Act  benefit  to  the  average  senior  has  to  be  questioned. 

>  EXAMPLE:  Before  a  senior  would  see  any  benefit  under  the  standard  prescription  drug  plan, 
they  woukj  have  to  pay  out  about  $480  in  annual  premiums,  and  incur  $250  in  prescription 
drug  spending  to  meet  their  deductible  -  however,  many  plans  may  have  a  higher  deductible, 
since  they  only  have  to  be  'actuarially  equivalent*  to  the  standard  plan. 

Once  they  have  incurred  $250  in  prescription  dmg  spending,  the  plan  only  pays  half  the  cost 
of  the  senior's  prescriptions  -  that  means,  they  have  to  incur  another  $960  in  prescription  drug 
costs,  just  to  recoup  the  $480  that  they  have  spent  for  the  insurance  premiums  for  this  policy. 
Thus,  only  those  seniors  that  spend  more  than  $1,210  in  prescription  drug  expenditures  will 
begin  to  see  any  benefit  from  this  plan  ($250  deductible  plus  an  additional  $960  in  prescription 
sperKling.) 

Then,  the  plan  will  only  cover  half  of  the  next  $1 140  in  spending  -  or  $570  -  since  the  plan's 
maximum  prescription  costs  coverage  limit  is  $2,100.  After  tiiis,  the  beneficiary  pays  all 
prescription  drug  costs  out  of  pocket  until  they  reach  $6,000  in  out-of-pocket  prescription 
spending.  That  means  a  beneficiary  really  has  to  have  $7,050  in  prescription  spending  before 
they  win  have  all  their  prescription  expenses  covered  ($250  deductible,  $2,100  initial  coverage 
limK,  and  $4,700  in  additional  out-of-pocket  spending  to  reach  the  $6,000  out  of  pocket 
maximum.) 


'  The  Wyeth-Ayerst  Prescription  Drug  Benefit  Cost  and  Plan  Design  Sun/ey  Report.  1998  ed. 
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Price  Discounting  Practices  for  Pharmaceuticals  in  the  U.S. 

Health  insurers  and  health  plan  administrators  (e.g.,  HMOs,  PPOs,  or 
phanmacy  benefit  managers)  negotiate  price  discounts  for  pharmaceuticals 
based  upon  their  ability  to  move  market  share  to  a  pharmacy  or 
phannaceutical  manufacturer.  The  net  effect  of  these  discounts  is  to  reduce 
out-of-pocket  spending  for  the  insured  individual  and  costs  for  the  plan  and 
the  ultimate  payor  -  in  many  cases  the  insured  individual's  cun-ent  or  former 
employer). 

Two  types  of  discounts  are  generally  available  to  all  Insurers.  The  first 
Is  a  discount  on  prices  charged  by  pharmacies.  Insurers  negotiate 
reimbursement  rates  for  prescription  ingredient  costs  and  dispensing  fees 
with  both  retail  (community)  and  mail  order  pharmacies.  The  cost  of  the 
medicine  is  discounted  as  a  percentage  off  of  an  established  average 
wholesale  price  (AWP).  Discounts  on  dispensing  fees  are  also  negotiated. 
This  usually  takes  the  form  of  an  agreed  per  prescription  charge  that  is  below 
what  full-paying  customers  would  be  charged.  The  more  restricted  the 
phannacy  networi<  (i.e.,  the  number  of  pharmacies  that  the  insured  person 
can  use),  the  deeper  the  discounts  for  ingredient  costs.  Discounts  from 
pharmacy  networi<s  have  been  relatively  stable  over  the  past  few  years. 

The  second  discount  receded  by  an  insurer  is  from  a  phanmaceutical 
manufacturer  and  is  called  a  rebate.  This  is  a  direct  cash-back  arrangement 
where  an  insurer  negotiates  with  a  manufacturer  for  a  price  discount  based 
on  factors  that  influence  sales  volume  for  a  particular  phanmaceutical. 
Typically,  these  rebates  are  given  only  for  brand  name  products.  The  insurer 
negotiates  a  contract  with  the  manufacturer  for  inclusion  on  a  fonnuiary^  in 
exchange  for  a  rebate. 

The  amount  of  rebate  is  detemnined  by  a  complex  set  of  factors  that 
influence  mari<et  share  for  a  pharmaceutical.  These  factors  might  include  the 
number  of  persons  covered  by  the  insurer,  the  total  number  of  brand  name 
drugs  on  the  fomnulary,  the  number  of  brand  name  dnjgs  in  tiie  therapeutic 
class  on  the  formulary,  patient  incentives  to  use  formulary  dmgs^  physician 
incentives  to  use  the  fonnuiary,  etc. 

The  price  paid  by  a  cash  customer  who  does  not  receive  the  benefit  of 
the  phannacy  discount  or  rebate,  on  average  is  4  percent  more  than  the 
average  wholesale  price. 


'  A  fomailary  is  a  list  of  drugs  that  are  approved  nir  use  by  a  health  plan.  Typically,  the  foisaJary  is 
organized  into  iherspeunc  classes  (e.g.,  antidepressants)  that  lists  diose  preferred  by  ±e  heaidi  plan. 
-  For  fnaasple,  a  dered  copay  arrangenicnt  where  die  patient  pays  a  sigriccantly  higher  copay  if  a  non- 
fonnuiary  drug  is  used.  


o 

'Lewin  Gr^up 
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A  recent  survey  of  5  different  insurance  entities^  revealed  the  extent  of 
price  discounts  in  today's  environment 


Pharmacy  Network  Discounts 


Ingredient  cost  discount 
percentage  from  Average  Retail 
Price" 

Dispensing  Fee' 

Retail  (Community) 

Brand  Name" 

16%  to  19%^ 

$2.32  -  $2.50 

Generic 

44%  to  59% 

$2.42  -  $2.50 

Mafl  Sen/ice 

Brand  Name 

21%  to  25% 

$1.61  -$2.00 

Generic 

55%  to  69% 

$1.70-52.00 

There  is  a  broad  range  of  pharmacy  discounts  (16%-69%).  To 
determine  an  average  discount  we  dollar-weighted  the  discounts,  the  net 
result  of  the  represents  a  blended  price  discount  and  from  the  retail  price  of 
between  23%  to  28%,  as  the  majority  of  claims  dollar  volume  (85%)  comes 
from  the  retail  networi<.  Rebate  percentages  are  described  below: 

Rebates  for  Brand  Name  Pharmaceuticals  Under  Contract 


Type  of  Program 

Rebate  on  ingredient  Cost 

Paid 

Open  fonmulary^, 

3%  to  6% 

Tiered  copay,  Nan^werfomiulary  list 

9%  to  15% 

Very  limited  fonnulary,  tiered  copay  or 

16%  to  35% 

dosed  program,  therapeutic  interchange, 

physidan  incentives 

In  temns  of  a  privately  insured  program,  we  estimate  that  a  rebate  of 
9%  to  1 5%  of  ingredient  cost  paid  would  be  obtained.  This  would  translate 


'  Two  large  and  one  smaller  national  pharmacy  benefit  managen,  one  large  BCBS  plan,  and  one 
eamloyer  benefit  consultant. 

*  Depffllment  of  Healtii  &  Human  Seraces,  Repon  to  the  President,  Prescription  DrJg  Coverage, 
Spending,  Utilization,  and  Prices,  page  98.  Retail  prices  assumed  to  be  AWP  -r  4% 

'  Toe  Wyeth-Ayerst  PrescriptioE  Drag  BensSt  Co5t  and  Plan  Design  Survey  Report,  1958  ed. 

*  These  discounts  are  somewiiat  overstated  as  ±e  dispensing  fee  is  included  in  the  retaJ  price  bmnotai 
the  discount  the  insurer  pays  to  the  diansicy. 

'  AH  covered.  ?DA  approved  procaca  are  on  ±g  fbnailary  
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into  an  additional  discount  of  7%°.  for  a  total  retail  pries  discount  of  30%  for  a 
brand  prescription  at  the  low  end  to  the  range.  At  the  high  end,  the  additional 
discount  would  be  1 1     for  a  total  retail  price  discount  of  39%.  The  rebate 
discounts  for  Medicare  could  be  even  higher  if  the  program  was  waived  from 
the  Medicaid  Best  Price^^  provision. 

April  2000 


'  (100%  AWP  -  19%  phannaqr  discount)  '  9%  rsbaa 
'  (100%  AW?  -  24%  phanaacy  discount)  •  15%  rebate 

03RA  1990,  candates  nmaaiuiiirefaais  of  15.1%  S'oni  Averags  Msmraearer  Price  (list  cr  direct) 
price.  Average  Mamifacturg  Piice  is  approxiEateb  20%  I«s  than  A'^P.  
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SERIOUS  FLAWS  IN  "Incontexf  SURVEY 
OF  RETAIL  PHARMACY  PRICES 
April  2000 

BACKGROUND 

InContext,  a  Washington  D.C.  based  "political  economy"  analysis  firm,  is  circulating  a  "survey" 
of  retail  pharmacy  prices  that  it  conducted  in  several  di£ferent  metropolitan  areas  of  the  country. 
The  survey  attempts  to  draw  the  conclusion  that  there  are  significant  discrepancies  in  the  prices 
that  retail  pharmacies  charge  consumers  for  two  prescription  drugs  -  Norvasc,  a  popular  anti- 
hypertensive medication  -  and  Zocor,  a  commonly-used  cholesterol-lowering  agent. 

The  conclusions  of  the  survey  are  dubious,  and  highly  suspect,  given  that  there  are  serious 
questions  about  how  this  survey  was  done.  For  example,  it  is  impossible  to  determine  how  the 
sample  of  pharmacies  was  drawn.  Moreover,  several  of  the  pbiimacies  in  the  survey  are  no 
longer  owned  by  the  pharmacy  chains  indicated  in  the  survey,  raising  questions  about  the 
validity  of  all  the  data  that  were  collected.  Finally,  there  is  no  indication  of  who  sponsored  or 
paid  for  the  study.  There  are  also  other  problems  with  the  survey. 


PROBLEMS  Wrm  THE  SURVEY 

•  MARKET  AREAS  SURVEYED  ARE  TOO  LARGE:  In  many  cases,  the  "market  areas" 
used  in  the  studies  were  as  large  as  hundreds  of  square  miles  in  size.  Traditionally,  the 
market  areas  used  for  any  retail-based  price  surveys  are  much  smaller  because  of  the  wide 
variation  that  exist  across  large  areas  in  variable  costs,  such  as  rent,  labor,  utilities,  insurance, 
and  other  factors.  Moreover,  most  consumers  do  not  travel  20  or  30  miles  from  their  homes 
to  purchase  retail  products,  such  as  prescription  drugs.  Why  did  the  survey  use  such  large 
market  areas? 

•  SURVEY  UNDERSAMPLING  AND  OVERSAMPLING  OCCURS:  While  the  study 
says  that  "50  retail  drug  outlets  were  surveyed",  there  are  only  40  pharmacy  prices  reported 
for  the  Seattle  region,  43  for  the  San  Jose  region,  12  for  the  Washington,  D.C.  region,  and 
over  80  reported  for  the  Detroit  region.  Why  are  some  regions  undersampled  and  other 
regions  oversampled?  Were  some  data  purposely  excluded  from  the  results,  and  if  so,  why? 

•  WHICH  PRESCRIPTION  PRICE  WAS  RECORDED?:  It  is  not  clear  which  price  was 
obtained  fi^m  the  pharmacy.  For  example,  was  the  respondent  asked  to  provide  the  "cash 
price",  the  "price  to  senior  citizens"  or  the  pharmacy's  "third  party"  prescription  price? 
Senior  citizens  often  receive  a  10  percent  discount  on  their  prescriptions.  Often  times, 
pharmacies  will  quote  one  or  the  other  price,  or  botL  Were  the  responses  recorded  consistent 
with  the  question  that  was  being  asked? 

•  SAMPUNG  METHOD  NOT  INDICATED:  The  survey  methodology  used  is  not  indicated, 
nor  is  the  survey  instrument  included  in  the  study.  For  example,  was  a  phone  survey  or  an  in- 
store  shippers'  survey  done?  It  is  imclear  how  the  survey  instrument  was  tested  for  validity 
and  reliability. 
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•  DATA  MAY  NOT  BE  CURRENT:  No  timeframe  is  given  for  when  the  surveys  wer^  done 
in  any  of  the  metropolitan  areas.  Manufacturers  frequently  increase  prices  to  pharmacies  for 
prescription  drugs.  For  that  reason,  it  is  very  important  to  indicate  the  exact  time  fi^me  over 
A^ch  the  survey  was  conducted. 

•  DATA  MAY  NOT  BE  ACCURATE:  Several  pharmacies  included  in  the  study  no  longer 
operate  under  the  names  that  are  indicated.  For  example,  Revco  stores  were  purchased  by 
CVS  several  years  ago,  yet  a  Revco  store  is  listed  in  the  Sl  Louis  meti-opolitan  area  study. 
The  "Shelley  Forman  Enterprises"  pharmacy  that  is  listed  in  the  Philadelphia  market  area  is 
now  owned  by  Eckerd.  Moreover,  tiiis  was  not  the  name  of  the  pharmacy,  but  the  corporate 
holding  company  that  owned  the  pharmacy.  Why  are  these  pharmacies  not  listed  under  their 
current  ownership  name?  Does  this  call  into  question  the  validity  about  the  other  data  that 
were  collected  for  this  study? 

•  NO  ADJUSTMENTS  MADE  FOR  GEOGRAPHIC  VARIATIONS:  None  of  the  survey 
data  collected  appear  to  have  been  adjusted  to  reflect  the  differences  in  operating  costs  that 
pharmacies  in  diflferent  parts  of  each  of  these  metropolitan  areas  might  incur.  For  example, 
there  are  differences  in  wages,  rent,  insurance  costs,  utility  costs,  and  other  variable  factors 
depending  upon  vAieie  the  store  is  located,  even  within  the  same  metropoUtan  areas. 

•  NO  MENTION  MADE  OF  SMALL  PHARMACY  PROFITS:  No  mention  was  made  in 
the  study  that  the  net  profits  of  community  retail  pharmacies  -  both  chain-owned  and 
independent-owned  pharmacies  -  are  about  2  percent,  whUe  that  of  pharmaceutical 
companies  are  about  1 8  percent,  nine  times  greater. 

•  PRICE  VARIATION  IN  OTHER  HEALTH  CARE  SERVICES  LIKELY:  Even  a  weU- 
constructed  sxirvey  would  likely  find  variation  in  the  prices  that  pharmacies  charge  for 
prescription  -  and  similar  variations  would  also  be  found  in  surveys  for  physicians'  charges, 
lab  charges,  medical  eqiiipment  charges,  and  even  hospital  visits. 

CONCLUSION 

Unless  there  is  more  information  available  on  how  this  study  is  conducted,  these  results  should 
be  considered  highly  dubious  and  siispect  The  study  is  simply  an  attempt  deflect  attention  from 
the  pricing  policies  of  drug  manufacturers,  and  try  to  shift  the  blame  for  rising  prescription  costs 
to  retail  pharmacies. 

Pharmacies  operate  in  highly-competitive  retail  environments.  The  overwhehning  majority  of 
pharmacies'  prescription  drug  costs  are  to  purchase  the  drug  product  from  the  manufacturer. 
Pharmacies  have  little  conti-ol  over  the  price  that  they  are  charged  by  manufacturers  for  these 
products,  yet  the  competitive  retail  marketplace  requires  that  they  match  other  competitors' 
prices  and  pass  along  any  discounts  they  might  obtain. 

NACDS  has  asked  Incontext  to  respond  to  a  series  of  questions  on  how  these  "studies"  were 
done.  We  will  provide  a  copy  of  the  response  received  from  InContext,  whca  and  if  one  is 
received. 


131 


The  Chairman.  Ms.  Dizik,  thank  you  for  coming,  and  please  pro- 
ceed. 

Ms.  Dizik.  Good  afternoon,  Chairman  Jeffords  and  distinguished 
members  of  the  cormnittee.  My  name  is  Betty  Dizik.  I  am  a  resi- 
dent of  Florida  and  a  member  of  the  National  Committee  to  Pre- 
serve Social  Security  and  Medicare.  I  am  here  today  to  share  my 
story  with  you  so  that  you  will  understand  how  important  the  pre- 
scription drugs  I  take  every  day  are  to  my  health.  These  medicines 
keep  me  healthy  and  able  to  share  my  life  with  my  four  children, 
my  grandchildren,  my  friends  and  neighbors. 

I  am  73  years  old,  and  I  have  worked  all  my  life  to  make  sure 
that  I  will  not  be  a  burden  to  my  children  as  I  get  older.  Part  of 
the  reason  why  I  am  not  a  burden  to  them  is  because  of  Medicare 
and  the  program  that  is  there  to  take  care  of  me  when  I  get  sick. 

When  I  had  open  heart  surgery  a  few  years  ago.  Medicare  took 
care  of  everything  I  needed,  for  which  I  am  very  grateful.  Without 
Medicare,  I  could  not  have  afforded  the  surgery. 

Although  Medicare  will  pay  for  my  care  when  I  am  in  the  hos- 
pital, it  does  not  pay  for  the  one  thing  that  keeps  me  out  of  the 
hospital — the  medications  I  use  to  keep  my  heart  condition  and  my 
diabetes  under  control.  The  drugs  cost  me  over  $5,000  a  year.  That 
is  over  one-quarter  of  my  annual  income. 

The  financial  expense  is  overwhelming.  In  order  to  pay  for  my 
medicines,  I  work  at  Broward  County  Meals-on- Wheels  in  Broward 
County,  5  days  a  week.  Between  my  salary  and  Social  Security,  I 
make  about  $23,000  a  year.  You  might  think  this  would  be  enough 
money  to  buy  my  medicines  and  even  have  a  little  bit  leftover  so 
I  could  visit  with  my  children  and  my  grandchildren — ^but  it  is  not. 
Sometimes  I  do  not  have  enough  money  when  I  go  to  the  grocery 
store  even  to  buy  food. 

Sometimes  I  end  up  skipping  my  pills  because  I  cannot  afford  to 
fill  the  prescription  when  it  is  needed.  I  try  not  to  skip  my  medica- 
tion because  it  makes  me  sick,  and  it  is  hard  for  me  to  breathe, 
and  I  tire  very  easily  without  the  medication.  But  the  worst  thing 
about  being  sick  is  that  I  cannot  make  it  to  work;  that  makes  it 
harder  for  me  to  pay  for  the  medication. 

I  do  not  like  to  ask  my  children  for  help.  They  help  me  if  I  ask 
them,  but  I  do  not  want  to  be  a  burden  to  them,  as  they  have  lives 
and  children  and  problems  of  their  own. 

Mr.  Chairman,  I  am  not  asking  for  a  handout  or  charity.  I  am 
willing  to  work  and  to  do  my  part.  I  am  just  asking  for  a  little  help. 
I  know  that  some  seniors  enroll  in  an  HMO  because  they  are  of- 
fered medication  and  prescription  drug  benefits.  But  I  do  not  want 
to  do  that.  The  drug  benefits  in  an  HMO  are  limited,  and  I  have 
heard  that  they  are  not  dependable.  Most  important,  I  do  not  want 
to  give  up  my  own  doctor,  who  will  not  accept  HMOs. 

I  am  asking  you  and  everybody  here  today  to  please  to  evv:^ry- 
thing  you  can  to  make  sure  that  seniors  can  have  access  to  the  pre- 
scription drugs  they  need  to  have  a  healthy  life.  Providing  a  new 
prescription  drug  benefit  is  just  plain  common  sense.  I  know  it  is 
the  right  thing  to  do.  I  hope  that  you  and  all  of  our  elected  officials 
from  both  parties  can  work  together  to  provide  access  to  prescrip- 
tion drugs  for  all  seniors. 
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I  want  to  thank  you  very  much  for  this  opportunity,  and  I  would 
now  Uke  to  share  the  remainder  of  my  time  with  Max  Richtman, 
vice  president  of  the  National  Committee  to  Preserve  Social  Secu- 
rity and  Medicare. 

[The  prepared  statement  of  Ms.  Dizik  follows:] 

Prepared  Statement  of  Betty  Dizik 

Good  morning,  Chairman  Jeffords,  Senator  Kennedy,  distinguished  members  of 
the  committee.  My  name  is  Betty  Dizik.  I  am  a  resident  of  Florida  and  a  member 
of  the  National  Committee  to  Preserve  Social  Security  and  Medicare. 

I'm  here  today  to  share  my  story  with  you  so  that  you  will  understand  how  impor- 
tant the  prescription  drugs  I  take  every  day  are  to  my  health.  These  medicines  keep 
me  healthy  and  able  to  share  my  life  with  my  four  children,  my  grandchildren  and 
my  friends  and  neighbors. 

I  am  73  years  old,  and  I  have  worked  all  my  life  to  make  sure  that  I  won't  be 
a  burden  to  my  children  as  I  get  older.  And  part  of  the  reason  that  I'm  not  a  burden 
to  them  is  because  cf  Medicare  and  the  program  that  is  there  to  take  care  of  me 
when  I  get  sick.  When  I  had  my  open-heart  surgery  a  few  years  ago.  Medicare  took 
care  of  everything  I  needed,  for  which  I  am  gratefiil.  Without  Medicare,  I  couldn't 
have  afforded  the  Surgery. 

Although  Medicare  will  pay  for  my  care  when  I  am  in  the  hospital,  it  doesn't  pay 
for  the  one  thing  that  keeps  me  out  of  the  hospital — ^the  medications  I  used  to  keep 
my  heart  condition  and  my  diabetes  under  control.  The  drug's  cost  me  over  $5,000 
a  year.  That's  about  a  quarter  of  my  annual  income,  and  the  financial  expense  is 
overwhelming.  In  order  to  pay  for  my  medications,  I  work  at  Meals  on  Wheels  in 
Broward  County  five  days  a  week.  Between  my  salary  and  Social  Security,  I  make 
about  $23,000  a  year.  You  might  think  that  I  have  enough  money  to  buy  my  medi- 
cines and  even  have  a  little  bit  left  over  to  visit  my  children  and  grandchildren.  I 
do  not.  Sometimes  I  don't  have  enough  when  I  go  to  the  store  even  to  buy  food. 

Sometimes  I  end  up  skipping  my  pills  because  I  can't  afford  to  fill  the  prescrip- 
tions when  it  is  needed.  I  try  not  to  skip  my  medication  because  it  makes  me  sick 
and  it  gets  hard  for  me  to  breathe  and  I  tire  very  easily  without  tile  medication. 
But  the  worst  thing  about  being  sick  is  I  can't  make  it  to  work,  and  missing  work 
makes  it  harder  to  pay  for  the  medication  that  keeps  me  healthy.  I  don't  like  to  ask 
my  children  for  help.  They  help  me  if  I  ask  them  to,  but  I  don't  want  to  be  a  burden 
on  them.  They  have  lives  and  children  and  problems  of  their  own. 

Mr  Chairman,  I  am  not  asking  for  a  handout  or  for  charity.  I  am  willing  to  work 
and  do  my  part.  I  am  just  asking  for  a  little  help.  I  know  that  some  seniors  enroll 
in  an  HMO  because  they  are  offered  medication  and  prescription  drug  benefits.  But 
I  didn't  want  to  do  that.  The  drug  benefits  in  an  HMO  are  limited,  and  I  heard  they 
are  not  dependable.  Most  importantly,  I  don't  want  to  give  up  my  own  doctor,  who 
will  not  accept  HMOs. 

I  am  asking  you  and  everybody  here  today  to  please  do  everything  you  can  to 
make  sure  that  seniors  can  have  access  to  the  prescription  drugs  that  they  need  to 
have  healthy  lives. 

Providing  a  new  prescription  drug  benefit  is  just  plain  common  sense.  I  know  it 
is  the  right  thing  to  do.  I  hope  that  you  and  all  of  our  elected  officials  from  both 
parties  can  work  together  to  provide  access  to  prescription  drugs  for  all  seniors. 

The  Chairman.  Mr.  Richtman,  please  proceed  and  try  to  keep 
within  5  minutes. 

Mr.  SRiCHTMAN.  Good  afternoon,  Senator  Jeffords  and  Senator 
Reed. 

On  behalf  of  the  National  Committee  to  preserve  Social  Security 
and  Medicare,  I  want  to  thank  you  for  this  opportunity  to  comment 
briefly  on  the  many  defalcates  that  seniors  face  due  to  the  cost  of 
their  prescriptions.  It  is  also  essential  that  seniors  know  the  dif- 
ferences between  the  options  for  drug  access  that  are  before  this 
Congress. 

I  do  not  think  anyone,  I  think  you  would  agree,  could  State  the 
case  more  eloquently  for  action  now  on  adding  a  prescription  drug 
benefit  to  Medicare  than  our  member,  Betty  Dizik,  just  has. 
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The  National  Committee  agrees  entirely  with  her  call  for  legisla- 
tion by  Congress  this  year.  Medicare  must  have  a  basic  drug  bene- 
fit that  is  available  to  all  Medicare  beneficiaries  if  they  choose  to 
use  it,  a  benefit  that  must  be  part  of  the  basic  entitlement  of  the 
Medicare  program  and  must  be  affordable  to  beneficiaries.  Such  a 
drug  benefit  is  long  overdue. 

Our  position  is  shared  by  32  other  members  of  the  Leadership 
Council  of  Aging  Organizations,  which  represents  a  broad  range  of 
groups  dedicated  to  the  concerns  of  seniors  and  which  is  currently 
chaired  by  the  National  Committee  to  preserve  Social  Security  and 
Medicare. 

Action  simply  cannot  be  delayed  and  put  off  for  another  Con- 
gress. The  soaring  prices  of  pharmaceutical  is  an  increasingly 
crushing  burden  on  millions  of  America's  seniors — ^not  just  those 
with  low  fixed  incomes,  but  also  middle-income  seniors  with  modest 
resources  that  are  often  quickly  exhausted  by  the  cost  of  the  medi- 
cations they  must  have. 

As  you  Imow,  Mr.  Chairman,  three-quarters  of  America's  seniors 
have  annual  incomes  below  $25,000;  yet  seniors  spend  approxi- 
mately three  times  as  much  out  of  pocket  for  prescription  drugs  as 
those  under  65.  Monthly  drug  bills  running  into  the  hundreds  of 
dollars  are  not  uncommon  for  millions  of  seniors  who  are  struggling 
with  chronic  health  problems  that  require  ongoing  treatment  with 
prescription  drugs. 

The  few  medigap  policies  that  do  cover  drugs  are  very  expensive 
and  have  sharply  limited  coverage. 

There  are  several  proposals  already  on  Congress'  table  which  the 
National  Committee  believes  would  establish  a  dependable  and  af- 
fordable Medicare  drug  benefit,  including  those  offered  by  Senators 
Kennedy  and  Daschle. 

The  National  Committee  also  supports  S.  731,  the  "Prescription 
Drug  Fairness  for  Seniors  Act,"  wluch  would  give  Medicare  pur- 
chasing cloud  similar  to  HMOs  and  the  Veterans  Administration  to 
negotiate  discounted  prices. 

On  the  other  hand,  the  proposal  that  has  just  passed  the  house, 
H.R.  4680,  we  believe  is  not  an  adequate  remedy.  The  House  bill 
rejects  a  drug  benefit  within  the  Medicare  programs  and  instead 
relies  on  huge  Federal  subsidies  to  the  private  insurance  industry 
to  entice  them  into  offering  drug  policies  to  seniors. 

It  is  ironic  that  the  insurance  industry  itself  has  openly  dis- 
missed the  House  proposal  as  unworkable.  The  House  bill  neither 
guarantees  an  adequate  level  of  coverage  from  region  to  region  nor 
assures  that  premiums  would  be  affordable,  or  even  that  the  plans 
would  be  offered  in  all  areas  of  the  country. 

In  closing,  Mr.  Chairman,  let  me  just  note  that  it  was  35  years 
ago  this  month  that  the  Medicare  program  was  enacted  into  law 
and  the  historic  commitment  that  universal,  quality,  and  affordable 
health  care  be  assured  for  all  America's  seniors,  regardless  of  their 
age,  regardless  of  their  income,  regardless  of  their  health  status, 
and  regardless  of  where  they  lived.  That  commitment  has  become 
a  hollow  promise  for  millions  of  older  Americans  because  Medicare 
lacks  the  coverage  they  desperately  need  for  prescription  drugs. 

We  know  that  a  Medicare  drug  benefit  is  a  large  commitment, 
but  Congress  has  dealt  with  even  larger  and  more  costly  challenges 
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before.  We  urge  you  to  do  so  again  and  act  on  this  proposal  before 
the  106th  Congress  adjourns. 

Mr.  Chairman,  on  another  subject,  I  hope  you  will  not  mind — on 
behalf  of  seniors  around  the  country,  I  want  to  thank  you  for  every- 
thing you  have  done  to  bring  The  Older  Americans  Act  to  the  point 
where  it  looks  like  there  may  be  a  reauthorization.  It  is  years  over- 
due, and  we  appreciate  it  very  much. 

The  Chairman.  Well,  thank  you,  and  I  am  quite  confident  we  are 
going  to  get  that  done.  I  believe  the  House  is  ready  to  help  us  with 
it,  so  I  am  very  hopeful.  As  you  know,  it  has  been  a  long,  hard  fight 
over  the  years,  but  I  think  that  finally  we  have  everyone  agreed 
that  the  most  important  thing  we  can  do  is  reauthorize  it  and  take 
care  of  some  of  the  internal  problems  later  on.  So  thank  you. 

Ms.  Dizik,  we  have  heard  today  that  the  use  of  prescription 
drugs  has  become  an  increased  part  of  modem  health  care.  I  know 
that  you  have  been  around  for  a  while,  and  I  wonder  if  you  could 
tell  me  from  your  personal  experience  that  you  have  noticed  pre- 
scription drugs  becoming  a  bigger  part  of  your  health  care  over 
time. 

Ms.  DiziK.  It  is  a  major  part  of  my  health  care.  I  told  one  of  my 
cardiologists  that  I  wanted  to  quit  all  the  drugs  because  I  could  not 
afford  them,  and  he  asked  which  hospital  did  I  want  to  go  to,  be- 
cause they  are  what  keep  me  out  of  the  hospital. 

I  take  Prilosec,  but  not  for  reflux.  Prilosec  is  given  to  me  at 
night,  and  both  doctors  told  me  that  if  you  wake  up  in  the  middle 
of  the  night  and  think  you  have  indigestion,  you  do  not  have  indi- 
gestion— ^you  dial  911— because  I  have  a  bad  heart. 

The  Chairman.  I  appreciate  that  very  much.  That  certainly 
speaks  for  many,  many  people  who  have  similar  problems  and  un- 
derstand the  essential  aspects  of  prescription  drugs. 

Mr.  Ortiz,  you  have  heard  today  that  by  shopping  around  in  a 
specific  community,  consumers  can  find  30  to  70  percent  price  vari- 
ations, and  up  to  150  percent  variation  for  prescription  drugs.  Can 
all  of  this  be  attributed  to  selling  loss  leaders  and  discounts  to  the 
uninsured?  To  what  do  you  attribute  it? 

Mr.  Ortiz.  First  of  all,  I  would  like  to  say  that  as  I  stated,  our 
industry  has  a  2  percent  net  profit,  so  it  is  a  very  slim-margin  in- 
dustry, so  pricing  is  a  very  delicate  situation.  If  we  price  ourselves 
too  high,  we  lose  our  customers,  and  if  we  price  ourselves  too  low, 
we  are  out  of  business,  and  our  100,000  employees  are  out  of  work. 

Having  said  that,  I  think  that  pricing  is  a  function  of  several  dif- 
ferent factors.  One  is  that  clearly,  for  a  company  like  CVS,  where 
pharmacy  represents  60  percent  of  our  business,  it  has  a  different 
importance  than  for  a  company  where  it  may  represent  5  percent 
of  their  business  or  something  much  lower  than  that. 

Second,  at  CVS,  90  percent  of  our  business  is  third-party  insur- 
ance business,  and  of  the  remaining  10  percent,  5  percent  is  senior 
citizens,  and  we  offer  them  a  10  percent  senior  citizens*  discount. 
But  for  the  90  percent  who  have  third-party  insurance,  which  are 
our  primary  customers,  they  have  different  desires  and  needs  than 
price.  They  want  to  know  can  I  get  my  prescription  filled  in  the 
middle  of  the  night;  do  you  have  24-hour  stores;  how  far  is  it  to 
the  nearest  pharmacy;  what  kinds  of  services  and  products  can  I 
find  there. 
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So  there  are  multiple  factors  in  trjdng  to  be  competitive  other 
than  just  price.  Having  said  that,  price  is  obviously  very  important. 
I  think  you  have  to  take  a  look  at  a  total  market  basket,  not  select 
a  few  items,  with  regard  to  doing  a  pricing  survey.  With  a  large 
market  basket  of  goods,  I  think  you  will  find  that  most  pharmacies 
are  very  competitive.  It  is  the  most  transparent  segment  in  terms 
of  competition  in  the  health  care  delivery  system. 

The  Chairman.  Ms.  Helms,  would  you  respond  to  that  same 
question? 

Ms.  Helms.  Certainly,  in  deciding  what  medications,  because  we 
could  not  research  all  the  medications  that  are  out  there,  we  just 
wanted  to  get  an  idea  of  what  was  going  on  just  so  we  could  say 
this  is  a  very  complex  issue,  and  there  are  so  many  factors  in- 
volved. It  is  not  just  HMOs  prescribing,  or  what  their  coverages 
are,  or  what  consumers  can  buy  if  they  have  no  coverage,  or  that 
the  pricing  of  the  pharmaceutical  industry  is  going  up  and  up  and 
up.  I  think  the  evidence  that  has  been  presented  here  unanimously 
by  my  distinguished  co-panelists  and  the  panel  before  has  shown 
that  there  has  not  been  a  tremendous  increase  in  the  price  of  each 
medicine,  but  that  the  utilization  has  gone  up. 

Last  year,  I  testified  before  the  Special  Committee  on  Aging 
about  (fisclosure  for  seniors  and  how  drugs  are  being  switched 
through  managed  care  plans.  Three  of  these  were  three  of  the  four 
that  the  GAO  actually  looked  into  and  found  that  they  were  the 
most  highly  switched  medications  primarily  for  seniors.  So  that 
may  be  one  reason  why  we  just  picked  those  medications. 

But  you  can  see  that  if  people  shop  around  from  store  to  store 
as  we  do  with  everything  else,  you  can  save  money. 

The  Chairman.  Thank  you  very  much.  ' 

I  think  we  will  leave  open  the  option  of  giving  you  some  ques- 
tions for  homework  and  hope  you  can  respond.  We  may  like  to  ask 
you  some  questions  subsequently,  and  I  am  sure  you  will  help  us 
with  the  answers. 

Ms.  Helms.  I  would  be  happy  to  do  that. 

The  Chairman.  I  just  want  to  tell  you,  Mr.  Ortiz,  that  someone 
in  my  ancestry  established  a  drugstore  pharmacy  that  lasted  for 
100  years  in  Enosburg  Falls,  VT.  It  closed  in  the  1960s,  because 
I  decided  to  go  into  something  other  than  pharmacy.  So  I  really 
commend  all  those  along  the  line  in  pharmacy.  It  is  quite  a  busi- 
ness, it  is  a  way  of  life,  and  it  is  of  tremendous  assistance  to  this 
country. 

I  want  to  thank  you  all. 

Senator  Reed,  you  arrived  just  in  time  for  questions,  if  you  so  de- 
sire. 

Senator  Reed.  Thank  you,  Mr.  Chairman. 

Mr.  Ortiz,  you  mentioned  in  your  testimony  the  critical  role  of 
generic  drugs  as  an  alternative  to  some  brand  name  pharma- 
ceuticals. What  kind  of  latitude,  typically,  do  pharmacists  have  in 
dispensing  generic  versus  named  pharmaceutical  drugs? 

Mr.  Ortiz.  First  of  all,  pharmacists  do  not  have  much  latitude. 
The  prescribing  practice  is  determined  by  the  prescriber,  the  physi- 
cian per  se.  Can  the  pharmacist  have  a  role  in  recommending  ge- 
neric pharmaceuticals  as  a  cost-saving  alternative  to  the  consumer 
for  them  to  discuss  with  their  treating  prescriber?  Absolutely.  And 
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our  pharmacists  are  doing  that  on  a  routine  basis,  tr3dng  to  discuss 
cost  saving  alternatives  with  their  patients. 

Senator  Reed.  Have  you  noticed  a  keener  interest  on  behalf  of 
physicians  and  those  prescribing  drugs  to  use  generics,  or  is  if 
something  the  pharmacist  is  aware  of,  but  the  practicing  profession 
is  not? 

Mr.  Ortiz.  I  would  have  to  say  that  some  physicians  are  sen- 
sitive to  the  pricing  concerns  of  their  patients,  especially  if  they 
know  they  are  paying  out-of-pocket  versus  some  sort  of  third-party 
coverage,  and  will  try  to  consider  therapeutic  alternatives  such  as 
generics;  but  many  just  are  not.  They  have  a  mental  formulary 
that  they  prescribe  for  everyone,  regardless  of  whether  that  person 
has  prescription  coverage,  whether  they  are  paying  out-of-pocket  or 
what  the  situation  is. 

Senator  Reed.  The  other  aspect  of  prescription  medicines  is  not 
only  prescribing  the  drug  but  paying  for  it.  With  regard  to  Medic- 
aid, in  your  testimony,  you  suggest  that  there  are  problems  with 
the  Medicare  list  and  how  they  compensate  pharmacies.  That  is 
more  clearly  within  our  responsibility  than  what  individual  physi- 
cians are  doing.  Could  you  elaborate  on  any  problems  with  the 
Medicaid  reimbursement  process  and  their  list,  etc? 

Mr.  Ortiz.  Yes.  There  is  a  list  that  is  published  by  HCFA,  the 
Health  Care  Finance  Administration,  called  the  Federal  Upper 
Limit  List,  commonly  also  known  as  a  ''max  list,''  which  establishes 
the  maximum  reimbursed  price  for  the  vast  majority  of  generic 
drugs  in  the  United  States. 

In  April,  they  published  the  list  which  was  scheduled  to  go  into 
effect  on  June  1,  which  they  have  since  rescinded  that  implementa- 
tion date,  because  it  was  filled  with  inaccuracies  and  problems. 
They  reissued  the  list  in  June  for  a  scheduled  implementation  date 
of  this  August  1.  The  currently  revised  list  is  still  filled  with  inac- 
curacies and  problems  that  we  would  hope  HCFA  would  address 
prior  to  publishing  that  list,  because  to  publish  a  list  that  has  no 
integrity  or  very  little  integrity  I  think  will  discourage  pharmacists 
from  using  generics  and  discourage  them  from  recommending 
generics  both  for  Medicaid,  private  pay  patients  and  cash-paying 
patients. 

Senator  Reed.  Thank  you,  Mr.  Ortiz. 

Ms.  Helms,  in  your  testimony,  you  described  your  survey,  which 
you  quite  rightly  pointed  out  was  not  a  scientific  sample  but  was 
more  of  an  anecdotal  sample,  and  you  found  significant  variation 
in  the  pricing  of  brand  name  pharmaceuticals. 

Do  you  have  any  thoughts  on  why  there  was  such  a  variation? 

Ms.  Helms.  As  I  said,  we  are  a  capitalistic  country,  and  we  work 
on  whatever  the  market  can  bear.  I  realize  that  pharmacies — ^and 
I  go  to  the  pharmacy;  I  do  not  purchase  my  medications  on  line  be- 
cause I  like  to  have  a  pharmacist  that  I  work  with;  I  feel  safer  that 
way — ^whatever  their  overheads  are — I  do  not  know  how  they  set 
their  prices  on  the  medications  that  they  have,  but  it  would  be  very 
good — ^when  you  go  to  the  grocery  store,  there  is  competition  among 
grocery  stores,  food  varies  greatly.  You  see  it  in  automobiles  and 
so  on — everything.  So  how  pricing  is  set  up  is  how  our  American 
free  market  works. 
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Senator  Reed.  Ms.  Dizik,  first  of  all,  thank  you  for  your  testi- 
mony. You  have  a  certain  authenticity  that  many  people  lack  when 
they  come  here,  and  I  appreciate  that. 

Ms.  Dizik.  Thank  you. 

Senator  Reed.  I  just  want  to  follow  up.  You  are  out  there  as  a 
senior,  purchasing  prescription  medications.  Do  you  notice  vari- 
ation in  drug  prices,  or  do  you  even  have  the  wherewithal  to  shop 
around  like  that?  What  is  your  impression? 

Ms.  Dizik.  Don't  forget  that  I  live  in  a  very  strange  place  where 
it  is  one  of  the  largest  concentrations  of  seniors  in  the  world,  and 
variation  is  very  small.  It  is  senior  buying  power,  and  it  is  not 
that — ^because  I  have  shopped.  In  the  job  I  do,  I  am  in  contact  with 
seniors  every  day,  and  I  listen  to  their  complaints,  too.  Many  of 
them  are  on  HMOs  today,  and  the  HMOs  are  not  paying  for  their 
medicines  and  are  refusing  to  give  them  some  of  the  medicines  they 
need.  I  have  clients  who  are  on  Coumadin,  and  the  HMOs  are  not 
giving  them  the  Coumadin  anymore. 

Senator  Reed.  Ms.  Helms,  your  survey  was  in  Washington  State, 
which  is  a  much  larger  geographic  area,  with  different  demo- 
graphics than  Broward  County,  FL,  and  you  saw  the  variation;  but 
you  do  not  see  the  variation,  Ms.  Dizik,  or  you  see  very  little. 

Ms.  Dizik.  Very  little;  maybe  $2  or  $3  at  the  very  most. 

Senator  Reed.  And  what  about  the  inclination  of  most  seniors  to 
shop  around?  Do  you  think  they  do  look  around? 

Ms.  Dizik.  They  cannot.  Most  of  our  seniors  are  in  their  late  sev- 
enties, early  eighties,  and  we  have  a  tremendous  number  who  are 
over  85.  They  are  not  able  to  get  out  of  their  homes;  they  depend 
on  a  pharmacy  to  deliver  to  them. 

Senator  Reed.  Thank  you. 

The  real  struggle  that  we  are  dealing  with,  and  I  think  it  has 
been  alluded  to  in  all  the  comments  and  all  the  testimony,  is  that 
we  do  recognize  the  utility  of  the  market  to  efficiently  allocate  re- 
sources and  to  quickly  translate  demand  into  supply  and  all  of 
those  marvelous  things  you  learn  in  Microeconomics  101.  But  the 
perception  of  so  many  people,  both  policymakers  and  more  impor- 
tantly seniors,  is  that  the  price  of  drugs  is  accelerating  so  much, 
and  what  are  the  alternatives  to  contemplating  price  control.  And 
frankly,  I  would  be  very,  very  reluctant  to  suggest  that  as  the  ap- 
proach, but  I  wonder  if  we  could  just  go  down  and  solicit,  including 
from  Mr.  Ritchman — if  the  issue  is  how  do  we  keep  drug  prices 
down,  is  it  just  switching  to  generics,  or  are  there  some  other 
things  we  can  do? 

Mr.  Ortiz.  I  think  switching  to  generics;  better  management  of 
therapy.  There  is  no  doubt  that  Prilosec  is  the  drug  of  choice  for 
some  individuals,  but  is  it  the  drug  of  choice  for  everyone  with 
heartburn  or  some  kind  of  gastrointestinal  problem?  Absolutely 
not.  And  there  are  cheaper  generic  alternatives  available  for  that. 

But  20  percent  of  the  Pennsylvania  PACE  budget  from  one  drug, 
Prilosec,  I  think  speaks  volumes.  The  same  thing  with  anti-arthri- 
tis drugs — are  Vyox  and  Celebrex,  the  new  COX-2  inhibitors  which 
do  not  cause  some  of  the  gastrointestinal  problems  that  some  of  the 
earUer  drugs  like  Ibuprofin  and  Ketoprofin,  valuable  arsenals  in 
the  drug  therapy  war  against  arthritis?  Absolutely.  But  are  they 
necessary  for  everyone?  Is  it  necessary  to  jump  from  a  therapy 
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which  costs  pennies  a  day  to  a  therapy  that  may  cost  $45  for  15 
days  or  $90  a  month,  $3  a  day? 

I  think  there  is  a  role  for  pharmacists  to  play  in  managing  that 
drug  therapy,  but  we  need  to  have  the  opportunity  to  do  that. 

Senator  Reed.  Thank  you. 

Ms.  Helms,  your  thoughts? 

Ms.  Helms.  Yes,  I  have  several.  First  of  all,  I  take  Celebrex.  I 
have  had  two  surgeries  on  my  jaw  joints.  Celebrex  came  out  on  the 
market,  and  I  had  been  taking  NSAIDs  for  many  years.  I  had  to 
take  Prilosec  because  I  was  taking  the  NSAIDs.  I  no  longer  take 
the  Prilosec.  I  take  the  Celebrex.  That  is  all  I  need.  It  works  mirac- 
ulously for  me.  It  is  very  exciting  to  be  able  to  access  that  medica- 
tion, and  I  thank  the  pharmaceutical  industry  for  making  that 
medication. 

Many  people  who  suffer  with  chronic  pain,  especially  my  friend 
with  arthritis,  are  also  grateful  for  the  COX-2  inhibitors  coming  on 
the  market.  It  is  going  to  reduce  a  lot  of  gastrointestinal  problems. 

The  main  issue  that  I  see  through  all  of  this  is  coverage,  and  we 
need  to  find  out  how  we  are  going  to  cover  one-third  of  the  popu- 
lation that  has  no  insurance.  That  is  the  basic  premise  of  this 
whole  thing.  Price  controls,  reimportation,  all  the  things  that  we 
are  tr3dng  to  do  may  have  adverse  effects  down  the  line.  And  what 
we  thought  to  do,  all  of  us — consumers,  Congress,  representatives 
of  the  pharmaceutical  industry,  pharmacists,  HMOs,  the  health 
plans — need  to  get  this  thing  worked  out.  We  need  to  do  it  as  soon 
as  possible.  It  is  every  important.  You  should  not  hear  stories  like 
Betty  was  talking  about,  and  you  hear  about  it  a  lot.  There  are 
ways  that  we  can  resolve  this,  and  we  can  also  resolve  it  by  looking 
at  decrease  in  expenditures  in  other  areas  of  our  health  care  plans. 

I  just  got  Oregon's  information  for  the  last  2  years,  and  I  saw  de- 
creases in  hospitalizations;  I  saw  decreases  in  drug  utilization 
costs.  I  would  be  happy  to  forward  that  information  to  you.  I  forgot 
to  bring  it  with  me  today. 

The  Chairman.  I  would  appreciate  it  if  you  would. 

[The  information  referred  to  follows:] 
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Pharmaceutical  costs  take  a  200  percent  leap  for  Oregon  Health  Plan 


Since  1993,  Or^n  tazpayen  have 
spent  112  percent  more  for  the  Oregon 
Health  Plan.  The  real  cost  driver  has  been 
pharmaceuticals,  which  have  risen  more 
than  200  percent,  from  $62  million  in 
1993-1995  to  projections  of  $186  million 
in  1999-2001,  according  to  Dr.  John 
Santa,  director  of  the  Office  of  the  Or^on 
Health  Plan  Policy  and  Research.  These 
figures  include  all  drugs  covered  by  the 
<>egoa  Heaidi  Plan. 

During  that  same  time,  hospital  and 
professional  costs  only  grew  by  36-38 
percent,  Santa  said.  'From  everything  we 
know,  (here's  no  light  at  the  end  of  this 
particular  tunnd,'  Saiua  said.  "Health 
plans  ate  truly  perplexed.  This  industry  is 
much  bigger  than  they  arc' 

Maine  is  solving  the  problem  by 
purchasing  drugs  ditecdy  from  the  manu- 
&ctuten  for  the  same  price  as  Canada. 
However,  the  phamuceutical  industry  is 
OLpected  to  flic  legal  action.  In  Vermont, 
praple  can  take  tlveir  prescriptions  to 
Qitebec  'Oregon  will  attempt  to  get 
better  prices  for  vulnerable  groups  such  as 


seniors,  but  wc  won't  be  as 
Maine,"  Santa  said. 

In  the  past,  Or^n  has  been  stifled  by 
the  pharmaceutical  industry,  which  has 
foi^i  attempts  to  impose  a  drug  fbmiulary 
even  though  every  hospiol  and  HMO  has 
one.  "As  ^  as  manu&ctureis  are  concerned, 
every  formulary  is  bad,"  said  Santa,  who 
favors  an  open  formulary  approach. 

Tlic  Hetlth  Resources  Commission  has 
been  grappling  with  ways  to  control  dn^ 
costs  and  has  discussed  risk-sharing, 
formularies,  collaborative  drug  purchasing 
and  pharmacist/physician  coUaboranon.  In 
July,  commission  members  will  sit  down 
with  the  Oregon  Medical  Assodadon, 
Oregon  State  Pharmacists  Assodadon  and 
PhRMA  to  come  up  with  soludons  that 
will  be  shared  at  the  governor's  health 
summit  on  Sept.  13  in  Eugene.  Those 
work  group  meetings  will  not  be  open  to 
the  public 

'We  need  to  find  out  whether  there  arc 
any  formal  approaches  we  can  agree  on 
such  as  whether  the  industry  woukl  accept 
a  formulary  based  on  clinical  outcomes," 
Santa  said. 

Lane  County  IPA.  which  has  630 
physidan  members  and  covers  130,000 
lives,  may  have  come  up  with  an  answer.  As 
an  Oregon  Health  Plan  contraaor,  it 
accepts  risk  for  pharmaceudcals  for  its 
14,000  membeis  and  has  an  80  percent 
risk  contraa  for  1 1,000  members  who 
belong  to  Providence  Health  Plan.  LIPA 
also  has  commercial  contracts  with  Regencc 
HMO  On^n,  Providence  Health  Plans, 
ODS  Health  Plan  and  PadiicSource. 

For  the  past  several  months,  its  excc- 
udves,  along  with  insurers  and  employers, 
have  been  discussing  wzys  to  combat  rising 
drug  costs,  said  Dt  Robert  Wheclei,  LIPaS 
medical  directoc 

This  summer,  physicians  will  initiate  a 
program  known  as  MedDirea,  and  their 
offices  will  be  electronically  linked  to  local 
pharmades.  While  pdents  wait  in  thdr 
office,  physicians  wll  know  whether  the 
prescribed  dn^  is  on  the  insurer's 
formulary,  be  told  about  drug  interactions, 
handle  authorization  procedures  and 
infomi  padencs  about  co-pays,  Wheder 
said 

Now  physicians  tice  over  70,000  active 


National  Drug  Codes,  which  is  stiflii^ 
and  one  large  primary  care  group  employs 
three  people  just  to  handle  refills.  "Doctors 
can't  keep  track  of  formularies  because 
there  are  too  many,"  said  Wheeler,  who 
doubts  LIPA  will  end  up  with  a  sirigle 
formulary,  but  anddpates  using  more 
generic  dru^.  'The  biggest  power  from 
this  new  system  is  physicians  will  know 
when  the  prescripdon  is  filled  and  what 
else  the  patient  is  taking.* 

Eventually  purchasers  may  dedde  only  to 
purchase  insurance  from  companies  that 
have  an  electronic  system,  said  Wheeler,  who 
knows  of  one  coRunerdal  plan  heading  in 
that  direcdon.  "This  is  going  to  have  more 
impact  than  anything  e^  we  can  do." 

As  new  <ini^  enter  the  marketpbce, 
Wheeler  acknowledged  there  may  be  some 
delays.  'Some  care  may  not  be  as  good 
when  you  don't  put  new  drug;  on  the 
formulary,"  said  Wheeler,  who  believes  it's 
far  bener  to  have  certainty  before 
authorizing  a  prescripdon. 

Despite  the  alanniiig  news  about  rising 
drtig  prices,  a  recent  study  showed  phar- 
maceuticals only  comprise  eight  percent  of 
total  health  care  funds,  down  from  ten 
percent  during  the  1960s,  said  Ron 
GoecEcl,  vice  president  of  consulting  and 
applied  tesearch  for  MEDSTAT,  a  health 
care  research  consulting  company. 

The  pharmaceutical  industry  is  among 
its  customers  along  with  govenunent 
agendes  and  HMOs.  This  study, 
conducted  by  Protocarc  and  MEDSTAT, 
was  recently  published  in  Health  AiEaiis. 

Greater  utilization  has  definitely  led  to 
higher  drug  costs,  Goct2el  said.  "But  the 
increase  in  drugs,  which  is  substantial,  is  stiD 
considered  quite  small  in  terms  of  health 
cue  spending.  We  should  be  looking  at 
total  health  caie  costs  and  productivity.'' 
Risk  sharing  is  a  good  idea,  Goetzd 
said,  as  long  as  the  entire  industry  partic- 
ipates, induding  physicians,  hospitals  and 
drug  manufacturers.  'Everybody  should  be 
accountable  for  outcomes  and  quantifiable 
results."  He  also  bdieves  formularies 
should  be  based  on  the  value  of 
medicarions,  not  the  lowest  cost  alter- 
native. *If  expenshne  drugs  aie  the  bener 
choice,  they  ^ould  be  at  the  top  of  the 
list.*  Goetzd  said.  ♦ 
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Nursing  shortage  threatens 
to  damage  health  care 


If  necessity  is  the  mother  of  invention, 
nursing  recruiters  may  be  poised  co  become 
some  of  the  nation's  greatest  visionaries.  The 
United  States  is  facing  a  growing  nursing 
shortage  with  the  potential  to  severely  damage 
health  care.  Since  Oregon  Health  Forum  reported 
on  the  shortage  in  May  1999,  the  crisis  has 
worsened,  prompting  health  care  providers  to 
rethink  their  hunun  resource  strategies  and 
nursing  schools  to  change  their  recruitinent 
methodologies. 

Unlike  the  shortages  in  previous  years,  this 
one  crosses  all  boundaries.  It  not  only  affects 
specialty  nursing  disciplines,  such  as  ob/gyn, 
emergency  room  and  telemetry,  it  carries  all  the 
way  to  certified  nursing  assistants  (CNAs),  RNs, 
and  new  gradiutes.  In  January,  a  shortage  of 
CNAs  forced  Mercy  Rehabilitation  and  Care 
Center  in  Roseburg  to  turn  away  patients. 
Mercy  s  CNA  turnover  rate  over  the  past  few 
years  has  been  up  to  60-90  percent. 

"It  is  simply  a  maner  of  supply  and 
demand,"  says  Rita  Bauman,  program  executive 
for  liceiuing  and  certificarion  at  the  Oregon 
State  Board  of  Nursing.  "We  have  a  growing 
need  for  services  and  the  nursing  supply  is 
dwindling." 

According  to  the  annual  survey  conducted 
by  the  American  Association  of  Colleges  of 
Nursing  (AACN),  enrollment  of  nursing 
students  in  entry-levd  bachelor's  degree 
programs  fell  by  4.6  percent  in  the  fell  of  1999, 
while  rruster's  degree  enrollment  at  nursing 
schools  declined  by  1.9  percent  compared  to  a 
year  ago. 

The  AACN  felt  that  word  of  the  shortage 
did  not  spread  quickly  enough  to  the  nations 
youth.  "The  media  didn't  start  covering  the 
nursing  shortage  until  spring  of  1999," 
explaified  AACN  President  Andrea  R.  Undell, 
DNSc,  RN.  "That  was  just  too  late  to  influence 
students  applying  for  fall  admission." 

Even  among  the  nursing  students  currently 
registered,  there  is  no  guarantee  the  graduate 


pipeline  will  pump  out  professionals  who  want 
tradinonal  nursing  roles.  New  graduates  are,  in 
effect,  strip-mined  from  the  field,  pulled  instead 
toward  pharmaceutical  research,  sales  or  positions 
widi  more  flexibility  than  conventional  hospital 
settings  provide.  The  Internet  is  another  draw. 
Nurses  can  consult,  answer  chat  room  quesrions, 
and  design  web  pages  all  from  their  home  PCs. 

Opposite  the  supply  side  of  nursing  is  the 
skyrockering  demand.  Susan  King,  execurive 
director  of  the  Oregon  Nurses  Association, 
attributed  much  of  the  urgency  to  high  acuity  in 
hospitals  and  managed  care  downsizing.  'Acuity 
has  been  rising  rapidly,  in  part  because  modern 
technology  allows  for  fast  assessment  and 
treatment,"  said  King,  "so  hospitals  are  becoming 
large  intensive  care  units." 

The  bull  market  also  contributes  to  the  need 
for  services.  During  times  of  economic  subiliry, 
patients  who  previously  put  off  seeking  health 
care  because  they  lacked  insurance  can  now 
afford  doaor  visits.  Employers,  forced  into 
comf)etiave  practices  due  to  low  unemployment, 
offer  medical  insurance  benefit  packages. 
However  loudly  these  facts  speak,  they  are 
deafened  by  one  very  loud  statisnc  that  rever- 
berates throughout  health  care:  by  2010,  40 
million  Americans  will  be  65  or  older. 

In  Oregon,  as  well  as  nadonwide,  staffing 
specialists  have  realized  this  complex  nursing 
shortage  requires  an  equally  complex  remedy.  It 
requires  a  shoe  in  the  arm,  short-term  fixes  such 
as  the  use  of  medical  temporary  agencies,  and 
longer-term,  more  difticuli  strategies  to  inoculate 
against  the  greater,  impending  ddficit. 

Past  recruitment  efforts  have  focused 
primarily  on  provider  rivalry.  That  is,  aitracring 
quality  employees  toward  your  organization  and 
away  firom  others  by  dangling  carrots  —  signing 
bonuses,  hot  benefit  packages  and  employment 
security  —  in  front  of  salary  offers. 

Unforturutely,  today's  health  care  enviroiunent 
makes  fewer  incentives  possible,  and  nurses,  what 
few  there  are,  naturally  respond  to  the  highest 
bidder. 

To  fiU  her  immediate  need,  Joyce  Roundtree, 
a  nursing  recrtiiter  for  Providence  Pordand  and 
St.  Vincent's,  admitted  she  often  employs  travel 
nurses  on  13-26  week  cycles.  "We  have  used 
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travel  nurses  on  and  off  fbf  seveiaJ  years," 
she  said.  "We  seem  co  be  employing  more 
of  chem  right  now.  It  really  adds  co  the 
cost  of  health,  and  we  fed  that  we  have 
better  control  over  our  outcomes  and  an 
easier  time  maintaining  our  standards  if 
we  hire  our  own  soff  who  are  dedicated  to 
our  philosophy  and  mission.' 

Some  travel  nurses  cross  intemationaJ 
borders  for  plumb  jobs  in  this  counny. 
Thousands  of  Canadian  nurses  are  taking 
advantage  of  the  North  Americaji  Free 
Trade  Agreement,  filling  staffing  gaf>s  in 
the  United  States,  and,  according  to 
Roundtrec,  even  in  the  dty  of  Portland. 

Another  vehicle  driving  foreign-trained 
nurses  in  is  the  H- IB  program,  which 
allows  nurses  with  the  equivalent  of  a 
baccalaureate  degree  to  work  in  the  United 
States,  as  long  as  the  position  they  fill 
requires  a  baccalaureate  degree.  The 
Cotnmission  of  Graduates  of  Foreign 
Nursing  Schools  erisures  dut  foreign- 
trained  nurses  who  apply  for  visas  have 
dean  backgrounds  and  meet  educational, 
English-profidency  and  other  criteria. 

Whether  foreign  or  domestic  nurses  are 
hired,  the  issur  or  retention  becomes 
paramount  on  :;  nujr-ing  positions  arc 
filled. 

In  March,  the  American  Organization  of 
Nuise  Executives  Insocute  for  Patient  Care 
Research  and  Educanon  released  a  study 
that  found  a  diversified,  highly  personalized 
approach  to  recruitment  and  retention  has 
helped  hospitals  find  and  keep  the  qualified 
nurses  they  need.  For  Rose  Haven  Nursing 
Center  in  Roscburg,  that  meant  offering 
subsidized  child  care  on  site.  But  beyond 
highlighting  the  personal  needs  of  indi- 
vidual nurses,  persuading  them  to  stay 
means  earning  their  trust. 

To  establish  trusting  rclarionshifw  based 
upon  mutual  expectadons  and  a  high  level 
of  integrity,  hospitals  are  teaming  up  with 
other  hospitals  and  educational  insti- 
tudons  to  seed  a  truly  homegrown  staff 


the  whole  area  can  harvest.  This  is  a 
significant  change  from  last  year,  when 
Mid-Columbia  providers  were  fighting 
one  another  to  draw  fitsm  the  same  srnall 
nursing  pool. 

Yvonne  Arborgast,  nursing  recruiter  at 
Mid-Coliunbia  Medical  Center,  explained 
that  the  region  has  developed  a  more 
collaborative  approach,  a  trend  that  is 
spreading  across  the  state.  "The  health  care 
organizations  in  our  area,  which  indude 
nursing  homes,  dinics,  a  veteran's  facility 
and  several  hospitals,  have  invested  in  the 
local  community  college  to  provide  a  vital 
nursing  program.  We  hope  to  be  able  to 
grow  our  own  nurses." 

The  "Made  in  Oregon"  approach 
allows  hospitals  to  train  generalist  nurses 
in  one  or  more  specialty  areas,  under- 
standing chat  they  exist  within  a 
continuum  of  care,  one  that  is  constandy 
and  rapidly  changing.  While  there  will 
always  be  a  need  for  specialty  nurses,  the 
majority  of  care  in  the  fijrure  will  most 
likdy  be  provided  by  cross-trained  nurses, 
who  may  find  themselves  in  varied 
working  environments  fi^om  day  to  day. 

On  the  nadonal  level,  an  industry-wide 
collaboration  has  begun  to  'wage  a  36- 
raonth  national  communicadons 
campaign  to  attract  people  to  the  nunLr\g 
profession."  Nurses  for  a  Healthier 
Tomorrow  is  a  coaliuon  of  1 8  nursing  and 
health  care  organizations,  induding  the 
American  Assodation  of  Colleges  of 
Nursing,  American  Hospital  Assodation, 
American  Nurses  Assodation  and 
American  Red  Cross. 

TTrat  spirit  —  working  together  to 
heighten  awareness  about  the  looming 
nursing  shortage  rather  than  waiting  until 
the  problem  is  severe  and  puts  patients  at 
risk  —  pervades  the  nursing  industry.  TTie 
spirit  of  nursing  is,  above  all,  caring  and 
advocaririg  for  the  ill.  Perhaps,  then,  it  is 
nurses  who  possess  the  best  medidne  to 
heal  its  own  ailing  profession.  ❖ 

Stephanie  D.  Stephens 


Providence  I  PA  sends 
termination  notice 

Despite  news  that  InterHospital 
Physicians  Association  sent  a  lener  to 
Providence  Health  Plans,  terrminating  its 
contract  next  February,  the  IPA  board 
views  this  as  a  'routine  action,"  according 
to  Dr.  Jim  Waskey,  president.  This  lerter 
was  necessary  because  the  current  contract 
doesn't  indude  an  expiration  dace,  he  said. 

Besides  the  letter,  the  IPA  sent  a  'very 
robust  contraa  proposal  that  is  advan- 
tageous for  physicians,  the  health  plan  and 
the  patients  we  serve,"  he  said.  It  revolved 
around  a  S57.82  gross  conversion  faaor 
per  RV  Unit  that  indudes  patient 
copaymenQ  and  uses  HCFA's  year  2000 
RBRVS  weights.  Originally,  die  IPA 
hoped  to  wrap  up  negotiations  by  April. 

To  prepare  itself.  Providence  Health 
Plans  may  look  dsewhere  for  physidans  or 
contract  individually  with  IPA  members, 
said  Greg  Van  Pelt,  CEO.  "We  have 
implemented  significant  premium  pricing 
increases  for  the  year  200 1  to  fiirther 
improve  physician  compensation  and  to 
accommodate  increasing  utilization  of 
health  services,"  he  told  physidans. 

For  its  pan,  the  IPA  intends  to  remain 
solid.  'I've  heard  ft^om  innumerable 
physidans  who  view  the  IPA  as  their 
representative  and  negotiating  body," 
Wiskey  said.  "Negotiations  are  or\going 
and  cordial.  Negotiations  are  never  a  tea 
pfarty."  Last  year,  the  IPA  received  an 
overall  13%  increase.  ❖ 

Providence,  Regence 
send  out  checks 

This  is  the  season  when  doctors  hope 
to  find  a  check  In  thdr  mail  box  from 
thdr  HMOs,  typically  known  as  risk 
withhold  —  money  hdd  back  by  insurers 
until  they  balance  their  books.  TTje  1.500 
doctors  partidpating  in  InterHospital 
Physidans  Assodation  received  $5.25 
million  from  Providence  Health  Plans, 
according  to  a  reliable  source.  This  money 
also  represented  quality  bonuses  and 
surpluses  in  the  institutional  and  referral 
ftjnds. 

Meanwhile,  Regence  HMO  Oregon 
returned  $6,843,120  out  of  $12,136,047 
for  physidans  who  contraa  with 
Managed  HeaJthCare  Northwest  for  its 
commercial  HMO.  FirstChoice  65  and 
die  Oregon  Health  Plan.  During  1999, 
the  percentage  withheld  by  Regence 
varied  depending  on  the  physician  group. 
This  year,  Regence  is  holding  back  1 5% 
from  primary  care  physicians  and  20% 
for  specialists  for  its  conunerdal  and 
Metlicare  products. 


Registered  nurses  with  a  BSN 

2000  2010  2020 

Nurses  Available  596.000  656.000  635.000 

Nurses  Needed  854.000  1,385.000  1,754,000 

RNs  with  a  Master's  or  a  Doctorate 

2000  2010  2020 

Nurses  Available  175.000  250,000  315.000 

Nurses  Needed  377,000  532.000  822,000 

Courtesy  of  the  Bureau  of  Health  Professions,  U.S  Department  of  Health 
and  Human  Services. 
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New  benefit 
design  considered 

Discussion  of  a  new  benefit  package  for 
adulc  and  couples  is  drawing  criticism 
from  a  leading  human  rights  advocate, 
who  is  concerned  about  people  losing 
access.  "Many  of  us  have  a  degree  of  hesi- 
tation because  we  sec  the  current  Oregon 
Health  Plan  being  one  of  health 
promotion  and  access,"  said  Ellen  Lowe, 
who's  sitting  on  a  new  committee  that's 
looking  at  the  basic  benefit  design. 

A  proposal  being  floated  would  give 
adults  and  couples,  typically  known  as  new 
eligibles,  access  to  episodic  care,  but  not 
expensive  lab  tests  or  x-rays. 

Children,  the  3%eA,  blind  and  disabled 
would  remain  under  the  current  plan. 
Rather  than  fight  with  the  Health  Care 
Financing  Administration  for  approval,  this 
new  plan  would  be  funded  solely  with  state 
dollars,  »qth  safety  net  clinics  helping 
deliver  services.  People  enrolled  in  FHIAP. 
the  government-subsidized  insurance 
program,  would  also  receive  this  basic 
benefit  package. 

To  augment  the  state  treasury,  Or^n 
would  expand  CHIP  eligibility  for  children 
and  pregnant  women  from  1 70%  to  200% 
of  the  f«leral  poverty  level,  and  receive 
increased  fi»leral  matching  funds. 

If  the  basic  package  changes,  Lowe 
wants  tc  make  certain  state  officials 
cotuidcr  access  proteaion  rather  than  asset 
protection. 

"^X'e  really  need  to  be  looking  at 
prevention  and  early  detection  vs.  cata- 
strophic care,"  she  said.  The  basic  benefit 
commitree,  chaired  by  Ross  Dwinell,  meets 
next  on  June  29.  ❖ 

Criticism  didn't  prompt 
Martinez'  resignation 

After  his  agency  came  under  fiic  from  a 
Multnomah  County-appointed  task  force, 
Floyd  Martinez,  director  of  the  behavioral 
healrfi  division,  has  resigned.  However, 
Martinez  rold  Oregon  Health  Forum  his 
resigiution  has  absolutely  nothing  to  do 
with  that  report.  "They  took  a  hard  swing 
at  me,  and  I  fully  recognize  those  kind  of 
things  come  with  the  political  nature  of  the 
business,"  he  said.  "But  I  don't  take  it 
personally.  I  stand  on  my  31  years  of  expe- 
rience in  the  field." 

Martinez,  who  is  leaving  June  27,  has 
accepted  a  position  with  a  private  mental 
health  organization  in  Arizona. 

MeaiTwhile,  the  task  force « 
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the  county's  mental  health  care  system  was 
fracnued  and  needed  to  be  rebuilt.  In  its 
preliminary  report,  Maninez  and  other 
managers,  including  Lolenzo  Poe, 
community  and  farnily  services  direaor. 
were  roundly  criticized  for  being  autocratic 
and  instilling  fear  in  their  employees.  In  an 
early  draft,  some  task  force  members  called 
Martinez  and  Poe,  "inept  and  inattentive." 
Since  then,  a  design  team  has  been 
appointed  to  improve  the  county's  mental 
health  services. 

For  his  pan,  Poe  said  he  has  no 
intention  of  stepping  down.  "Royd's 
leaving  is  a  great  loss  for  this  department. 
He's  been  a  player  at  the  state  level  and 
contributed  substantiaHy." 

Meanwhile,  Martinez  believes  the 
mental  health  system  in  Multnomah 
County  is  fragmented,  and  recommended 
the  county  adopt  one  system,  a  finding 
shared  by  the  task  force.  Cutrenrly, 
CAAPCare  and  Ceres  Behavioral  Health 
split  the  Oregon  Health  Plan  contracts  for 
mental  health.  "It  makes  no  sense  to  break 
the  system  up,"  Marrinez  said. 

The  county  also  faces  a  serious  financial 
crunch  despire  a  $1.5  million  infusion 
firom  the  legislative  emergency  board  for 
non-Medicaid  eligibles  and  another 
$800,000  from  Multnomah  County. 

"Multnomah  County  has  a  numben 
and  a  severity  problem,"  Maninez  said.  ❖ 

Corvallis  raises  $3.8 
million  for  heart  center 

Good  Samaritan  Medical  Center's  foun- 
dation has  raised  $3.8  million  to  build  a 
regional  hean  center  on  its  Corvallis 
campus.  Site  work  has  already  begun  for 
the  35,000  square  foot,  four-stoiy  addition 
to  the  hospital,  said  Julie  Manrung, 
spokesperson. 

Funding  came  from  local  businesses,  the 
Collins  Foundation  and  Ralph  Hull,  owner 
of  Hull-Oakes  Lumber  Co.,  who  donated 
$  1  million.  The  center  will  be  named  in  his 
honor.  Construction  will  take  18  months. 
There  are  no  plans  to  do  hean  transplants. 
❖ 

OHF  explores 
employers'  questions 

Join  Oregon  Health  Forum  when  it 
brir^  tt^edier  executives  from  the  leading 
HMOs  to  answer  questions  employers 
always  wanted  to  asL  Bob  O'Brien,  global 
practice  chair  and  health  care  benefits  chair 
for  ^X^illiam  M.  Mercer  in  Seatde,  will 
moderate  the  panel,  which  includes  Jack 
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Friedman,  executive  direaor  of  ProvidetKC 
Health  Plans;  Denise  Honzel.  vice 
president  and  health  plan  rrunager  oT 
Kaiser  Permanent^  Judi  Irving,  CEO  of 
Health  Net  and  Steve  I^ch,  vice  president 
of  PacifiCare.  For  reservations,  call  (503) 
226-7870.  ❖ 


FHIAP  has  room 
for  600  people 

On  May  20,  rf\erc  were  35 1 ,000  people 
enrolled  in  the  Oregon  Health  Plan  — 
84.000  adults,  couples  and  new  families; 
177,000  other  Phase  I  eligibles  and  90,000 
aged,  blind  and  disabled.  Another  16,101 
children  partidpaied  in  the  CHIP  program. 

As  of  June  5,  there  were  4,214  people 
enrolled  in  FHIAP,  while  another  364  have 
been  approved  for  a  subsidy.  There's  still 
enough  money  to  cover  600  more  people, 
accoi^ng  to  officials.  *> 


Rates 


are  increasing 


The  mental  health  plaiu  will  i 
5.2  percent  cost  of  living  adjustment  in 
October,  while  the  fee-for-scrvice  system 
receives  a  3.4  percent  adjustment, 
according  to  Ralph  Sunmicis,  maruger  of 
the  mental  health  unit. 

However,  rate  increases  for  alcohol  and 
drug  treatment  have  not  yet  been 
determined,  and  officials  arc  srill  awairing 
a  rejjort  from  the  actuaries,  said  Gwen 
Grams,  manager  of  planning,  evaluation 
and  research  for  the  Office  of  Alcohol 
and  Drug  Abuse  Programs.  •> 

Regence  leaves 
Linn,  Benton 

R^ence  HMO  Oregon  is  pulling  out 
of  Linn  and  Benton  coundes  for  Oregon 
Health  Plan  memben,  and  960  people 
must  find  a  new  health  plan.  The 
decision,  effective  July  1 ,  was  difficult, 
according  to  officials.  4* 

Patient  protection  on  tape 

Audio  and  video  upes  are  stiM  available 
from  Oregon  Health  Fonmi's  recent 
breakfast  seminar  on  what's  ahead  for 
patient  protection.  Call  (503)  226-7870. 

Recendy,  supporters  stopped  collecting 
initiative  petitions  to  place  a  measure  on 
the  November  ballot  after  insurers  and 
employers  ^eed  to  meet  with  advocates 
to  reach  a  solution.  ^ 
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What's  Happening  ^ 


juur 

iair  5.  1  p-m,  OMA 

•  378-2422 

•  373-1570X262 


>jjjr  8.  Nooo.  Ofnrae  Plaa/LaJee  Osvwgo 
•  244-7404 
Ok^xi  Hafafa  Cooacd 

July  10.  1  pjiu  A<lv.  Tech.  Or, 


•  378-2422 
OMAPMoScal 

Jaiy  10.9UI 

•  945-5769 


10,  1  pjn.  Call  fer  I 

•  378-2422 

c^sa  Bosaea  ac  Aging  ( 
Jdy  n.  3-30  p-au  SDSD/Tuakrin 

•  945-6444 
&Dnig  Abase 


Jb^  li  9J0  jjn..  DHS  Bklg. 

•  945-57e 

OHP  Caox&aooe  r,»««>»T» 
jjy  12,  9-JO  ajTU  DHS  Biag, 

•  945-5362 

HiiiMifi  Mi  II  f^n^  •• 

rijibiaii  ni  in  die  Pnmsy  Caie 

Seci^- CucMak  Beliavioai  Hokfa 

12.  Nooo-  L'?*?  EnunueJ 
•833-3803 
OMAP  PWnn»cy  A<Wio<r  Talk  Ftwce 
>Jy  12,  9        DHS  BUg. 

•  585-i887 


>^  13.  9  tnu  MHDDSD 

•  945-9706 

Onya  >fadie^  lamnace  Pool 
14.  9  uo,  OMA 

•  800-542-3104 

Julyl4,9aji>..DHSBU6. 

•  945-5733 

Mednod  LoBg-lra  Cue  CM>7  & 
Bcabmaeat  A<1*B0C7  CooDca 
jrfy  18,  9-JO  ijtu  DHS  BUg. 

•  945-7035 

GOTcnoc't  Cowca  oe  Akofaol  &  Drag  AUse 


•Retara  co  Wxk  Piogram.'  OSHA 
July  19,  1  pjn^  The  DaJiei 

•  947-7443 

Runl  Healdi  CoocdiaKisg  CjoasxH 
July  20,  Nooo,  Marnotj/Airpon 

•  494-4450 

Coaliikn  of  Seiuon  &  People  wkfa  Dnibaniei 
July  20,  Noon.  DHS  Hdg. 

•  378-0895 

Ore^  Heakh  Flaa  CocKraoon 


Inn  >iocm 


July  20,  10  ajiL.  PSoeniz  Inn  Nortt 

•  945-6920 
Desol  Couu  acton 

July  20,  1:15  pjn., ! 
«  585-5202X302 
MeaoJ  HeaU  I 

July  20.  2  pjn.,  MHDDSD 

•  945-9459 
State  Cooveatioa,  Oregoa  Aao. 

July  20-21, 

•  813-4618 
Boaido£Me<&ail 

July  20-21,  Bond  Office 

•  229-5770 

Huahh  Caxe  Hnaadal  Management  Aao. 
July  20-21,  Lincoinaiy 

•  226-2980 

Loeg  Tens  Caze  A^rbocy  Commkut 
Jdy  21,  8J0  ajn„  Omfautlsmans  Office 

•  378-6533 

Aa-Hoc  Tadk  Bxce  ob  Mjgiut  &  Setaoeal 
Fann'^tbdosHeahfa 

July  21 ,  9  ajn..  Scale  Office  BJclg. 

•  731-4017 

lasaraace  Diraioc  Miitory  romminw 
July  25,  9  ajn^  L8d  BUg. 

•  947-7269 

lUnitWxUaop,* 


JJy  18,  9-JO  ajiL,  DHS  BJdg. 
'945-5960 


Jd^  18,  12J0.  Sc«e  Uai  BIdg 
•  38&O039 


July  26.  8  aJiL,  PSU 

•  947-7585 
-E-Heallh,-  Nonk«Ra  Heahboue  RomxfaaUe 

^  26,  9  ajn.  OMA 

•  790-2190 

'AkaoatTK  Healtb  Caie.*  Ongoo  HeaUi 

July  27,  7  ajiL,  Mulmooiah  Aihietjc  dab 

•  226-7870 

-Cdebnte  Vefinea,'  Oi^  Office 
of  Diai>aity& Health 

July  27-29,  Call  fiir  kxitioo 

•  494-1205 

Ongoo  Rsnl  HeaUi  Aoocoboo 
July  28-29,  Bajxloo 
W494-4450 


Fm.  PO  Ba  9C  rat. 


People  Watching 

Marty  Stewart  has  resigned  as  CEO  of 
Life  Wise,  a  1 10,000  menribCT  health  plan 
based  in  Bend.  Until  his  successor  can  be 
najned,  Marion  Buder,  senior  executive 
vice  president,  has  uken  over  the  helm. 

Bob  Duehmig.  field  repres<mtative 
and  deputy  director  for  Congressman 
David  Wu'f  distria  office,  has  accepted  a 
f>osirion  with  Oregon  Health  Sciences 
University,  as  associate  director  of 
government  relations,  a  position  once 
held  by  Sue  Hildick  who  joined  the 
American  Red  Cross.  While  in  Wu's 
office,  Duehmig  handled  education  and 
labor  issues.  OHSU  was  also  among  his 
responsibilities. 

Good  Sajuariraji  Medical  Center  is 
losing  its  vice  president  for  contracts  and 
managed  care.  Marvin  Haas,  who  joined 
the  CorvaJlis-based  health  system  seven 
years  ago,  will  become  vice  president  of 
finajvce  and  chief  financial  officer  for 
Asance  Health  System  in  Medford. 

Diaiu  Biajtco,  an  anomey  who  ran 
the  health  policv-  team  for  the 
Consumers  Union  in  San  Francisco,  has 
joined  the  OfFice  of  th<  Oregon  Health 
PUn  Policy  and  Research.  Shell  be 
assiiting  the  Health  Rjesources 
Commission  as  it  attempts  to  control 
pharmaceutical  costs  and  work  on  the 
governor's  summit. 

The  departure  of  E>r.  David  FWming, 
state  epidemiologist,  who  accepted  an 
assignment  as  deputy  director  it  the 
Centers  for  Disease  Contrt>l  and 
Prevention  in  Adana,  has  left  a  huge 
hole  at  the  Oregon  Health  Division.  Dt 
Mdvin  Kohn,  deputy  state  epidemi- 
ologist, has  agreed  to  nep  into  Fleming's 
rol<,  while  Dr.  Katrina  Hedbcrg,  has 
become  depury  epidemiologist. 

For  the  third  time,  Micfiael  Slcedi 
has  become  administrator  of  Oregon's 
Health  Division.  Until  June  2,  Jono 
Hildn-er  had  been  interim  adminisnator. 
Now  Hildner  has  returned  to  his 
consulting  role,  helping  governnvental 
entities  use  information  technology  in 
jmarter  ways. 

Oregon  has  a  state  dental  director,  Dt. 
Howard  'Whitney  Payne,  Jr.,  from 
Dallas,  Texas,  who  has  12  years'  expe- 
rience in  clinical  dentistry  and  dental 
public  health. 

Jim  Ouchi  and  Jerry  Emgaard  have 
joitved  PacifiCare  as  regjonal  contracting 
directofs  for  Oregon  ajid  Washington. 
Ouchi  \s  responsible  fof  hospitals  and 
andlkry  services  contracting,  while 
Ers^aard  will  secuxe  coocracts  with 
physicians.  ♦ 
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Insurers  report  healthy 
bottom  line  during  first  quarter 

If  che  fiisc  qiuner  is  any  indication  of  (he  medical  trend,  most 
of  the  state's  health  insuieis  have  pulled  themselves  out  of  the  red. 
Overall,  the  HMOs  saw  their  net  income  soar  by  148  percent, 
while  membership  dropped  by  five  percent  along  with  physidan 
revenue,  which  took  a  similar  plunge.  However,  adminisirathrc 
expenses  are  on  the  rise,  with  an  1 1  percent  hike  over  the  previous 
year. 

Meanwhile,  PacifiCare  spent  the  most  money  on  medical  and 
hospital  costs  ($182.13  per  member/per  month),  while  Health 
Net  (formerly  QualMed)  trailed  the  HMO  pack  ($1 15.60  per 
member/per  month). 

Administratively,  PacifiCare  also  led  the  way,  taking  away  the 
lead  fiom  Regence  HMO  Oregon,  which  followed  closely  behind, 
while  Kaiser  Permanenie  kept  itself  far  away  from  its  competitors. 
Meanwhile,  membership  growth  appears  to  have  leveled  off  for 
moss  HMOs.  All  together,  they  had  I  ^292,030  members  during 
the  first  quarter,  compared  to  1310,529  at  year's  end  (-18,499). 
This  data  was  compiled  from  insurance  reports  filed  with  the 
Insurance  Division. 

How  the  HMOs  Fared 


1st  Qit  2000 

Isc  Qtr.  1999 

Net  Admitted  Assets 

1906.282,607 

$865,744319 

Total  Net  Income 

M.044.442 

($8,482,954) 

Total  Net  Woirh 

$325,084,260 

$291,197,927 

local  Revenues 

J738.034.475 

$700,562,263 

local  Premiums 

$724,057,637 

$687,767,900 

Total  Physidan  Payments 

$202,583,660 

$213,189,877 

local  Inpanent 

$176,946,292 

$174372,489 

*  Ibial  Drugs 

$23,477,716 

$25,586,713 

Total  MedyHosp.  Expenses 

$659,686,898 

$643,927.809Total 

Admin.  Expenses 

$73,414341 

$66.447323 

Total  Experues 

$733,035,899 

$716329316 

Total  Members 

1,292,030 

1358.761 

'  Only  PacifiCare,  Health  Net  (formerly  QualMcd).  R^ence  HMO 

Oregon,  and  Regence  Health 

Vlaintenance  of  Or^n  reported  drug 

Medkal/Honiital  Costs  Per  Member  Per 

Month 

Isl  Qtt  2000 

1st  Qtt  1999 

PaafiCaic 

$182.13 

$179J24 

Kaiser  Permanente 

$176.08 

$166.20 

R^encc  HMO  Or^n 

$175.99 

$15938 

Providence  Health  Plans 

$169.84 

$155J5 

Health  Maint.  of  Oi^on 

$118.63 

$128.81 

Health  Net 

$115.60 

$104.23 

Administratrve  Costs  Per  Member  Per  Mo 

nth 

1st  Qtt  2000 

l$t  Qtt  1999 

PadfiCate 

$26.92 

$20.05 

Rt^ceHMO 

$25.% 

$23.08 

Health  Net 

$25.68 

$16.79 

Ptovidenoe  Health  Plans 

$22.87 

$21.98 

Health  Maint.  of  Or^n 

$17.85 

$18.53 

Kaiser  Pomanenu 

$7.84 
on  to,  HMOi  and  led 

$5.72 

la  Qk  2000 

%a«  VE1999 

%a«  l«<^1999 

Heahh  Net  91.003 

-73%  98,157 

-12.9%  112,651 

Kaiser  Permanente  443.126 

0.9%  439386 

NS  439395 

PadfiCate  139.903 

-3.9%  145.512 

-4.6%  152.459 

Providence  335.231 

Z8%  326.197 

2.5%  318.220 

Regeooe  Hldi.  Mt  14.291 

11.8%  12,784 

-5.1%  13,470 

Regence  HMO  268.476 

-6.9%  288,493 

-10.6%  322.566 

LifeWisememera    105.578  9.8%  %.124  0.6%  95.600 

Oregon  Denul  Serv.  648.662  2.9%  630.609  13.5%  555.733 

ODS  Health  Plan    208.690  5.4%  197.987  3.4%  191.566 

PadficSource           95,679  5.8%  90,397  0.7%  89.806 

Regence  BCBS       593.807  -1.5%  602.812  -3%  621.580 

Total                2,944.446  0.6%  2.928.458  0.5%  2.913.046 

KAISER  PERMANENTE 

Net  income  toppled  the  charts  for  Kaiser,  leaping  ahead  by  52 
percent  from  the  previous  year.  Three  hoots  contributed  to  the 
increase,  said  Bill  Kramer,  vice  president  and  assodate  executive 
director.  Membership  grew  by  one  percent  during  the  first  quaner. 
there  was  a  significant  increase  in  Medicare  payment  rates  from 
(he  government  and  Kaiser  increased  its  conunercial  premiums. 
Although  (he  data  indicates  adminbtrative  expenses  grew.  Kaiser 
still  has  the  lowest  administrarive  costs  of  any  HMO.  Its  adminis- 
trative costs  were  less  in  1999  due  to  a  one-time  adjustment  in 
post-retirement  benefit  contributions,  Kramer  said. 


1st  Qtr.  2000 

1st  Qtr.  1999 

Net  Admined  Assets 

$295,122,345 

$301,351,035 

Net  Income 

$6,348,666 

$4302380 

Net  Worth 

$122379364 

$102,741,933 

Medical/Loss  Ratio 

93.2% 

94.9% 

REVENUES 

Premiimis 

$244,601,426 

$223,737,662 

Fee-for-Service 

$3,347,308 

$3,090,330 

Investment 

$320,139 

$244,418 

Total  Revenues 

$231,047,696 

$230,920,366 

MEDICAITHOSR  EXPENSES 

Physidatu 

$43,199,399 

$39,499,367 

Inpatient 

$56,883,770 

$31,633,836 

(Dther  Medical  Expenses 

$114,387,109 

$107,488,311 

AU  Medical/Hospital  Exp. 

$234,070,318 

$219,079,078 

ADMINISTRATION 

All  Administration 

$10,428,312 

$7,538,908 

TOTAL  EXPENSES 

$244,499,030 

$226,617^ 

TOTAL  MEMBERS 

443.126 

439395 

Groups 

316.100 

313.179 

Medicare  Risk 

40.712 

38.481 

Medicare  Cost 

3.844 

8.089 

Medicaid 

31.713 

30.673 

Individual 

22,077 

21.383 

Odier 

26,678 

27.586 

PACIFICARE 

The  figures  show  net  income  increased  by  282  percent, 
however.  PacifiCare  didn't  do  quite  that  well,  said  Chris  Palmedo. 
spokesperson.  Instead,  the  HMO  staned  reserving  money 
following  the  demise  of  Heal(hFir5t.  Also,  adtniiustrative  expenses 
didn't  escalate  by  23  percent.  Several  people  who  left  Padfi(3are 
last  year  received  hefi^  severance  packages,  which  contributed  to 
the  increase.  In  actuality,  PacifiCare  lowered  its  administrative 
costs  by  consolidating  several  positions.  It  lost  12.356  members 
after  vacating  Jackson  and  Yatnhill 


Net  Admitted  Assets 
Net  Income 
Net  Worth 
Medkal/Los  Ratio 

REVENUES 


Investment 
TOTAL  REVENUES 


1st  Qtt  2000 
$96,871,841 
$3.036.61 1 
$40,964,659 
814% 


$91.436318 

$U92.818 

$92,729,136 


l«Qtr.  1999 

$79,811,864 

($799,801) 

$37,683,596 

91J% 


$88.914301 

$980,688 

$89,894,989 
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MEDICAL/HOSP.  EXPENSES 

Physicians  $46^312  $46.821336 

Inpcient  $14^15.096  $19357086 

Incentive  Pool  $847,776  $322,708 

Dfugs/DME  and  OAer  $5,273,446  $5,033,203 

All  Mediol/Hospical  Exp.  $76,440,123  $81,979,876 
ADMINISTRATION 

All  Administration  $11,298,942  $9,170,687 

TOTAL  EXPENSES  $87,739,065  $91,150,563 

TOTAL  MEMBERS  139,903  152.459 

Groups  102.599  111.226 

Medicare  Risk  33323  38.482 

Individual  3.981  2.751 

PROVIDENCE  HEALTH  PLANS 
Membenhip  remains  flat,  while  medical  expenses  continue 
upward  swing,  said  Jack  Ffiednian.  executive  director  of 
Providence  Health  Plans.        aw  a  significant  expkision  in 
medical  expenses  in  1999.  above  and  beyond  what  we  projcaed,' 
be  said.  'We  tried  to  get  out  in  front  of  that  by  raising  our  prices 
for  2000.  We're  not  out  of  the  woods  yet,  biu  we're  trying  to 
manage  our  medical  costs.*  Administrative  expenses  took  a  jump 
because  Providence  is  sail  convenii^  the  (brmer  SdeoCaxe  Health 
Plan  onto  a  single  opeianng  plat^Kro. 


their 


1st  Qtt  2000 

IstQti:  1999 

Net  Admitted  Assets 

$219,797,990 

$181,931355 

Net  Income 

$46,282 

$2,583,543 

Net  Word) 

$63,573,566 

$50355386 

Medical/Loss  Ratio 

88.1% 

863% 

REVENUES 

Piemiums 

$190,946,724 

$166,740,738 

Investment 

$2,069,067 

$1,881,547 

TOTAL  REVENUES 

$193359,298 

$171,774,118 

MEDICAL/HOSP.  EXPEl 

NSES 

Physicians 

$47,090,600 

$49,665060 

$62.169389 

$57056,509 

Incentive  Pool 

$9,687,851 

$10,666,482 

AO  Medkal/Hospital  Exp. 

$170,808,911 

$148005.909 

ADMINISTRATION 

All  Administration 

$23,004,105 

$20,984,666 

TOTAL  EXPENSES 

$193313.016 

$169,190,575 

TOTAL  MEMBERS 

335031 

318020 

Groups 

240,143 

230.071 

Medicate  Ride 

51,699 

48,582 

Medk»d 

43389 

39.567 

HEALTH  NET  (formerly  QualMed) 
The  first  quaner  wasn't  kind  to  Health  Net.  Both  its  net 
income  and  net  worth  took  a  serious  plunge,  while  membership 
alio  dropped  by  19  percent.  Despite  a  decrease  in  physician,  dnigs 
and  outpatient  costs,  Health  Net  saw  ici  inpatient  expenses  take  a 
dight  leap.  Adotinistrative  expenses  also  grew  by  23.5  percent 
dttfing  the  first  quanei. 


1st  Qo:  2000 

IstQtt  1999 

Net  Admitted  Assets 

$47396337 

$53,698,651 

Net  Income 

($1J10.010) 

$1,141,123 

Net  Worth 

$16064064 

$18,766016 

MedicatA^  Ratio 

88.6% 

85.1% 

REVENUES 

Pterahuns 

$34,968,604 

$40,481,425 

Investment 

$639,950 

$741,151 

TOTAL  REVENUES 

$35^554 

$41.404390 

MEDICALmOSP.  EXPEND 

FfiyiicbttS 

$8,754,671 

$10,550,786 

$7357.911  $7.638073 

Dn^  $3,649,621  $4,482,027 

Ouq»atient  $5.972370  $6,700,742 

All  Medial/Hospital  Exp.  $31,559,663  $35,223,178 
ADMINISTRATION 

All  Administration  $7,010,072  $5.674331 

TOTAL  EXPENSES  $38.504395  $40397.509 

TOTAL  MEMBERS  91.003  112,651 

Groups  80.738  102.983 

Individual  10.265  9.668 

REGENCE  HMO  OREGON 
A  $4  million  deficit  in  its  net  income  was  attributable  to  the 
difioence  between  premium  earned  and  health  care  costs,  said 
Ken  Strobeck.  spokesman.  Despite  a  small  loss  in  membership, 
durable  medical  equipment  expenses  rose  by  5.9  percent  because 
of  total  daim  expenses. 


1st  Qtt  2000 

I(t  Qtr.  1999 

Net  Admitted  Assets 

$227,450,526 

$231.483316 

Net  Income 

($4,073312) 

($15,168,904) 

NetWotth 

$68,222,079 

$69,298,760 

Medical/Loss  Ratio 

89.3% 

95.5% 

REVENUES 

Premiums 

$156,255,549 

$159,967,096 

Investment 

$2,167378 

$1,737,995 

TOTAL  REVENUES 

$158.712308 

$161,436,411 

MEDICAL/HOSP.  EXPENSES 

Physicians 

$55027,073 

$64,713,889 

Inpatient 

$34,460,005 

$36.988016 

Incoitive  Pool 

($1,989,526) 

($3,140,081) 

Case  Management/IPA 

$1,736,089 

$1,781,767 

Dn^ 

$13,695,587 

$15,415,002 

Durable  Medical  Equip. 

$4,751343 

$4,487,409 

An  Medical/Hoqntal  Exp. 

$141,746,056 

$154034.494 

ADMINISTRATION 

All  Administratioa 

$20,907,564 

$22329321 

TOTAL  EXPENSES 

$162,653,620 

$176.564315 

TODU.  MEMBERS 

268.476 

322.566 

Groups 

142.706 

191374 

MedkareRisk 

30.039 

18338 

Medicare  Cost 

34.578 

45,023 

Medicaid 

42.364 

56,120 

Individual 

14.589 

7,604 

Other 

4O00 

3,607 

REGENCE  HEALTH  MAINTENANCE  OF  OREGON 

Increases  in  piemiums  led  to  the  growth  in  net  income  and  net 
wotth  fi>r  this  southwest  Washington-based  HMO,  said  Ken 
Strobeck,  spokesman.  Even  diot^  membership  grew,  physician 
dropped  because  of  a  change  in  the  mix  of 
in  its  service  area. 

1st  Qtt  2000  lstQa.1999 
$19.643368  $17067.598 
$176005  ($541,195) 
$13,680328  $12352.014 
83.3%  101.4% 


Net  Admitted  Assets 
Net  Income 
Net  Worth 
Medkal/Loss  Ratio 
REVENUES 
Ptenuums 


$5,849,016  $4316348 

$228,467  $315,713 

TOTAL  REVENUES  $6,077,483  $5,131,989 
MEDICAL/HOSP.  EXPENSES 

$1,682,105  $1,939,039 

$1359.621  $1.476369 

:M  ($213,549)  ($270,619) 

Dn^  $859,062  $656,481 
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Durable  Medical  Equip. 
All  Medical/Hospital  Exp. 
ADMINISTRATION 
All  Administration 
TOTAL  EXPENSES 
TOTAL  MEMBERS 
Groups 
Medicare  Risk 


$81,158 
$5,061,627 

$765,146 
$5,826,773 
14^91 
14,049 
242 


$92,737 
$5,205274 

$748,910 

$5,954,184 

13,470 

13313 

157 


HOW  THE  INDEMNITIES  FARED 

Unlike  the  HMOs  where  membership  is  shrinking,  the  indem- 
nities are  picking  up  newcomers.  During  the  fiist  quaner,  the  four 
leading  health  insurers  had  1,003,754  members  (not  including 
Oregon  Dental  Service),  compared  to  987 J20  at  year's  end 
(♦16.434).  "With  the  exccprion  of  ODS  Health  Plan,  which  posted 
a  $3.2  million  loss  in  net  income,  they  also  had  healthy  bonom 
lines.  LifeWise  and  PadiicSource  led  the  pack,  reporting  triple 
digit  increases  in  their  net  ir 


$38,524,998 
($2274.934) 
$14,756,818 
$25,606,918 
$4,042,031 
$24,065341 
95,600 


OREGON  DENTAL  SERVICE 

Net  income  grew  by  a  phenomenal  24.4  percent,  while  net  worth 
also  increased  by  4. 1  percent  because  Oregon  Dental  Service 
picked  up  92.929  fiom  the  previous  year  —  the  largest  account 
comity  from  Fted  Meyer,  said  Charlie  LaTourene,  spokesman. 

1st  Qtt  2000       1st  Qtr.  1999 
$59,750,445  $59,025,235 
$1,592,641  $U79.909 
$34375.937  $33,037,760 
$32,571,014  $29,114,719 
$1,604,527  $1.511335 
$3,961,796  $2.940341 
$29,445,458  $25.757263 
648.662  555.733 
$57,444  ($204,405) 
$1,626,063  $19,151225 


LIFEWISE/PREMERA 

Positive  trends  are  surfacing  at  LifcWisc,  which  saw  its  net 
iiKome  surge  by  199  percent,  while  net  worth  grew  by  26  percent. 
"Were  seeing  good  results  from  fr>cusing  on  what  we  do  best, 
senring  our  members,"  said  Deana  Strunk,  spokesperson. 
Newcomers  came  from  small  as  well  as  large  empbyers. 

1st  Qtr.  2000  1st  Qtt  1999 
$45,480,706 
$2257,170 
$18,614,157 
$36,594,621 
$4,613,867 
$27,644,828 
105.578 


Net  Admined  AsseB 
Net  Income 
NetWoith 
Premiums 
Total  Expenses 
Claims  Paid 


Net  Admined  Assets 
Net  Income 
Net  Worth 
Premiums 
Admin.  Expenses 
Total  Expenses 
Claims  Paid 


Grants/Donations 
Deferred  Compensation 

ODS  HEALTH  PLAN 
An  increase  in  medical  costs,  including  pharraaceuocab.  led 
ODS  Health  Plan's  net  income  to  plunge  180.8  percent,  falling 
once  again  into  the  red.  Net  worth  also  took  a  tumble,  decreasing 
by  7.4  percent  while  ODS  grew  its  membership  by  8.9  percent, 
said  Charlie  LaTouiene.  spokesman. 


Net  Admined  Assets 

Net  Income 

Net  Worth 

Premiums 

Total  Expenses 

Claims  Paid 

Kfembets 


Ist  Qtr.  2000 
$65,053,803 
($3218,771) 
$21255.550 
$60,086,815 
$4383.503 
$66,748,115 
208,690 


In  Qtt  1999 
$63,024,453 
($1.146228) 
$22,940,823 
$51.042209 
$2.801249 
$55,629,868 
191.566 


PACIHCSOURCE 
Dcqnte  a  healthy  first  quaner.  Gieg  McCumsey.  CEO  of 
PacificSource,  is  stardi^  to  see  medical  costs  on      rise  again. 
Hospital  utilization  be^  incieasing  during  March  and  April,  he 
said.  McCumsey  doesn't  see  any  indication  medical  treiids  are 
stabilizing.  With  new  technology,  rising  drug  costs  and  providers 
asking  for  mott  money.  *I  don't  see  anything  to  slow  this  down. 
The  same  fundamental  issues  exist  because  of  the  legal  and 
political  climate,  no  maner  how  well  intentioned  we  are  about 
reducing  costs." 

1st  Qtr.  2000 
$49,450,986 
$754,139 
$27321.583 
$36,213,474 
$4,764,985 
$30373,067 
95.679 


Net  Admitted  Assets 
Net  Income 
Net  Worth 
Premiums 
Total  Expenses 
Claims  Paid 


1st  Qtt  1999 

$44,983,713 

$340,818 

$22,803,719 

$29,036,515 

$3,633,063 

$24.780271 

89.806 


REGENCE  BCBS  OF  OREGON 

A  4.8  percent  membetship  k»s  occurred  because  of  rate 
increases  and  the  k>ss  of  some  laige  accounts,  said  Ken  Strobeck, 
spokesperson.  General  medical  inflation  and  the  cost  of  services 
contributed  to  the  1 1.8  percent  hike  in  total  expenses.  Factoring  i 
membership  changes,  the  increase  was  about  se 
however  drug  costs  are  increasing  at  three  rimes  that : 


Net  Admitted  Asseu 
Net  Income 
Net  Worth 


Total  Expenses 
Claims  Paid 


Ist  Qtt  2000 
$518,03Z621 
$6,127330 
$234,905,110 
$252,136,081 
$56,836,872 
$218278.148 
593.807 


IstQtt  1999 
$44Z172,472 
$7.083375 
$221,949,678 
$244,032,595 
$50,852,080 
$214,034,696 
621.580 


Oregon  Clinic  refuses 
to  accept  capitation 


Is  the  end  of  capitation  around  the  comer  in  the  i 
industry?  That's  the  question  on  some  health  policy  waicheis' 
minds  as  insurance  premiunu  rise  while  physician  dissatisfunofl 
and  patient  complaints  conrinue.  But  predicrions  of  capiution's 
inuninent  demise  probably  are.  as  Made  Twain  ought  say,  greatly 
ex^gerated  —  especially  in  Or^n,  where  70  percent  of  the 
commercially  insured  are  in  HMOs. 

It  just  wouldn't  be  realistic  for  most  primary  care  physician 
groups  to  opt  out  of  managed  care  plaiis  that  capiuK  since  some 
form  of  provider  risk  sharing  is  standard  in  Or^on.  But  the 
most-hated  medMd  of  shifting  economic  risk  onto  physidans  — 
gk>bal  capiution  —  for  the  first  time  is  sparldi^  a  rebellion  that 
might  have  some  teeth. 

Global  capitation  is  largely  used  by  PacifiCare,  which  manages 
utilization  by  requirii^  primaiy  care  physicians  to  cover  the  costs 
of  specialists,  diagnostic  tests  and  hospitals.  Portland  area 
specialists  —  who  sub-contraa  with  primary  care  physicians  for  a 
pan  of  the  global  fee  —  may  lead  the  way. 

In  May,  the  60-specialist  Oregon  Clinic  notified  FadfiCare 
that,  afrer  the  end  of  this  ycai;  it  will  refuse  to  care  for  PacifiCare 
ptients  whose  primaiy  care  providers  are  capitated  this  way. 

"This  kind  of  capitation  plan  has  created  a  real  disconnea 
between  the  economic  survival  of  the  doctor  and  the  best  interests 
of  the  patient,"  said  Dt  Douglas  Walta.  president  of  Or^n 

Cntaaad  *ii  9 
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Qinic's  board. 

The  clinic  instead  will  seek  i 
direcdy  with  PadfiCafc.  *We  are  in  the 
process  also  of  re-evaluating  all  of  our 
other  contracts,"  he  added.  "We're  not 
going  to  take  every  insurer  from  now  on." 

Such  an  aggressive  stance  is  nude 
possible  partly  by  the  patient  surplus 
created  in  Portland  when  the  H^ihHrst 
specialists  group  folded.  Bur  the  Or^n 
Clinics  motiration  is  more  phikisophical 
than  economic.  Walta  said.  "We're  very 
busy.  My  appointments  are  booked  for 
rwo  months  out  from  today.  But  we're  still 
bodiercd  by  the  concept  of  this  kind  of 
capitation."  be  said. 

PacifiCare  accounts  fot  10  percent  of 
the  clinic's  business.  'If  PacifiCare  was 
sman,  they'd  get  out  of  die  capitacion 
business,"  he  said.  "Patients  understand 
managed  care  and  the  financial  incentives 
aitd  I'm  not  sure  they  fii>d  that  attractive. 
It's  created  a  problem  between  patients 
and  the  family  doctor" 

S«e»e  Lynch,  vice  president  of 
PMafiCare.  said  that  when  he  met  with 
Oiepn  Oinic  officials,  he  came  xwray 
with  cbe  impression  they  are  more 


the  lyMem  itself  He  disagrees  with  the 
ooaoa  that  global  capitation  pits  doctors 
and  patients  against  each  other  econom- 
icaBy.  Instead,  he  suggested,  global  capi- 
catioii  removes  die  insurer  from  micro- 
managing  medical  decisions  —  long  a 
critidtm  of  managed  care. 

"It  would  be  insanity  to  create  a  system 
that  would  yield  bad  patient  care.  It's  really 
simplistic  to  say  that  global  capitation 
desooys  the  patienc-docror  relarionship.  I 
don't  chink  that  primary  care  physicians 
treat  dteir  patients  difiFoendy  based  on 
how  they're  compensaied." 

Lyitch  said  global  capitation  currently 
accounts  for  30  to  40  perceiu  of  the 
tttsufcr's  bwsiaess  in  Oregon,  but 
PkcifiCaie  isn't  wedded  permanendy  to  the 
coocepc  *\(^'re  in  a  state  of  flux  right 
itow.  The  specialists  are  demanding  more 
reimbuisement,"  be  said.  'We're  prepared 
to  be  flexible.  We're  not  stuck  on  a  model 
as  much  as  we're  stuck  on  wanting  good 
patient  care." 

Indeed,  whether  there  is  a  nationwide 
movement  toward  or  away  from  capitation 
Is  ooe  of  chose  "Is  (he  glass  half  empty  or 
half  full'"  Questions.  Some  point  to 
examples  like  Walcas,  and  cbe  recent  aban- 
dooinent  of  capiacion  by  two  insurers  in 
Cotocado  and  one  in  Florida,  as  proof 
capitation  is  on  its  way  oul 

But  mtdies  by  a  Minnesota  HMO 
research  firm  don't  bear  chat  out. 
InterStudy  found  that  from  1993  to  1995, 
capitated  HMO  systems  for  ptimaiy  care 


drove  HMO  entoUment  growth  across  the 
country.  From  1995  to  1997,  fee-fbr^ 
service  systems  drove  HMO  growth.  At 
the  same  time,  capitation  for  primary  and 
specialty  care  declined  a  few  percentage 
points  between  July  1998  and  July  1999 
nationwide. 

Some  form  of  capiadon  was  used  for 
about  65  percent  of  primary  care  and  43 
percent  of  specialty  care  in  1999,  die  firm 
reponed.  But  in  Oregon  the  specialty  care 
capitation  rate  was  much  higher  than  the 
national  aver^,  at  55  percent,  said 
Richard  Hamer,  direaor  of  InterStudy. 

Hamer  expects  that,  overall,  all  types  of 
capitation  will  stay  ac  their  current  races 
cudonally.  "It  was  never  correcc  co  say 
capicarion  was  going  ro  sweep  the 
country,"  he  sajd.  "So  my  prediction  is 
HMOs  that  have  esublished  capiation 
plans  will  continue  to  use  it,  but  it  won't 
grow  beyond  chat." 

"We  cannot  continue  to 
allow  our  patients'  health 
to  be  jeopardized  by 
corporate  greed. " 

Dt.  Marie  IGiffiter,  CMA  pmidau 

And.  while  capitation  has  taken  hold  in 
primary  caie,  fi>r  specialty  care  the  method 
has  lagged  behind  discounted  fee-fer- 
service  reimbursement.  This  imbalance 
could  become  even  more  pronounced  as 
large  insurers  reaa  to  the  landmark  anu- 
capitaiion  lawsuit  that  physicians  filed 
May  25  against  California's  three  largest 
for-profit  HMOs. 

Because  of  the  high  rates  of  global  capi- 
tation in  California,  che  West  Coast 
accounts  for  60  percent  of  all  the  capi- 
tation fees  to  specialists  and  ho^itals  in 
the  lution.  Hamer  said.  Consequendy,  in 
California,  physicians  have  &ced  the 
biggest  pressures  CO  balaiKc  the  padents' 
needs  against  the  high  cost  of  referring 
patients  for  specialty  services. 

In  reacuon.  the  California  Medical 
Association  filed  a  federal  lawsuit  charging 
that  PadfiCare,  Foundatioa  Health 
Systems  and  Wellpoinc/Blue  Cross  of 
California  engaged  in  racketeering,  fraud 
and  extotrionare  condua  to  raise  profits. 
Representit^  che  CMA  is  Archie  Lamb,  a 
Birmingham,  Ala.,  attorney  invohrcd  in 
the  big  tobacco  lawsuits,  who  filed  a 
similar  physicians'  lawsuit  against  Aetna, 
C%na,  Humana  and  PrudendaL 

The  California  suit  seeks  an  injunction 
forcing  the  insuren  to  change  thdr  ways. 
"The  for-profit  HMOs  have  engaged  in  a 
scheme  that  included  lying  co  employeis 
about  the  benefits  for  employees,  lyiiig  co 


physicians  about  commitment  to  payment 
for  quality  health  care  and  fraudukndy 
promising  patients  they  would  be  chere  in 
che  time  of  greatest  need."  Lamb  said. 

71)c  lawsuit  puts  inco  black-and-whice 
the  criddsim  physicians  have  long  made 
of  the  way  managed  care  operates.  Bur  it 
does  so  in  terms  of  RICO  —  the 
Racketeer  Influenced  and  Corrupt 
Organizauon  Act.  which  usually  is  used 
against  the  mob  and  drug  cartds. 

"Blue  Cross,  PacifiCare  and  Foundation 
have  misrepresented  and  continue  to 
misrepresent  to  members  and  to  physiciatu 
that  its  members  are  to  be  provided  high 
quality  healthcare  services  by  physicians 
exercising  independent  medical  judgment 
based  on  the  patient's  needs,  free  from 
improper  interference  or  influence,"  the 
suic  says.  "...  In  faa,  defendancs  utilize 
their  economic  power  and  market  control 
in  an  eflbrt  to  coerce  physicians  to  breach 
their  professional  duties  to  their  patients." 

It  dees:  bte  payments  and  denied 
services;  inadequate  capication  payments; 
risk  pools  chat  shifr  all  the  risk  to  doctors; 
drug  formularies  based  on  "financial 
considentions*  from  drug  companies 
rather  than  sound  medical  judgmenr, 
inadequate  budgets  for  hospital  service^ 
risk  withhoMs  dut  put  physicians  even 
Emher  in  che  bole  financially  and 
economic  incimidacion  of  phyiidaiu 
through  a  "take  it  or  leave  it"  attitude. 

CMA  President  Dr.  Marie  Kufiher  said 
the  group  filed  the  lawsuit  as  a  last  resort. 
'We  as  physicians  have  tried  to  work  with 
the  for-profit  HMOs  in  the  marketplace 
and  have  attempted  to  curb  the  abuses 
through  the  le^slative  process  —  all  co  no 
avail,"  she  said.  'We  cannoc  conunue  to 
allow  out  patients'  health  co  be  jeopardized 
by  cotporate  greed." 

So,  as  this  lawsuit  plays  out  over 
months  or  even  years,  the  California 
situation  may  force  managed  care  plans  all 
along  the  West  Coast  to  alter  their  capi- 
ation arrangements  dther  pre-emodveiy 
or  because  of  the  courts. 

Jack  Friedman,  executive  director  of 
Providence  Health  Plans,  expects  to  see 
steady  revisions  in  capicarion  in  Oregon  in 
response  to  changes  in  the  marketplace. 

'Making  capicarion  work  in  today's 
climate  is  more  difficult  than  it's  ever  been, 
and  certainly  a  lot  more  difficult  than  it 
was  10  years  ago,"  Friedman  said.  'When 
capitation  came  of  age  in  Portland  it  was 
largely  around  che  Medicare  population, 
and  PacifiCare  through  io  Secure 
Horizons  drove  this.  During  that  period  it 
was  pretty  easy  pickings,  meaning  primary 
care  groups  had  a  pretty  easy  tiine  of 
winnit^  in  capication.  The  inefficient  fce- 
fbr-service  market  had  established  a  very 
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CareOregon,  ODS  Health  Plan  provide  most  alcohol/drug  treatment 


Across  the  state,  only  five  percent  of 
people  on  the  Oregon  Health  Plan 
received  treatment  for  alcohol  and  drug 
abuse.  But  that  doesn't  tell  the  entire 
story.  Several  health  plans  excelled  — 
CareOregon  and  ODS.  Their  numbers 
were  strikingly  higher  than  the  sutewidc 
average. 

During  fiscal  1998-1999.  CareOregon 
treated  9  9  percent  of  its  population, 
while  ODS  Health  Plan  followed  closely 
behind  with  7.1  percent.  But,  several 
health  plans  fell  below  the  norm  —  Kaiser 
Permanente,  Mid-Rogue  IPA.  Providence 
Health  Plan  (Portland  area)  and  Tuality 
Health  Alliance.  What  led  to  the 
difference?  Mary  Lou  Hennrich,  CEO  of 


CareOregon,  might  have  the  answer. 

Its  primary  care  providers  regularly 
screen  and  refer  people  for  alcohol  and 
drug  treatment.  "We  try  and  help  people 
come  to  grips  with  the  issue,"  Hennrich 
said.  "Alcohol  and  drug  abuse  are  societal 
taboos.  People  need  to  feel  safe  and 
comfortable.  Front-line  providers  need  to 
be  aware  of  signs  and  symptoms  and  not 
be  afraid  to  talk  to  people." 

CareOregon  also  artracts  a  population 
that  tends  to  have  more  severe  illnesses. 
'We're  struggling  to  live  within  the  capi- 
tation rate  that's  based  on  an  equal  distri- 
bution of  people.  How  long  can  we  keep 
doing  it,  I  don't  know." 

TTie  penetration  numbers  don't  tell  the 


entire  story,  said  Bill  Guest,  CEO  of 
Cascade  Comprehensive  Care,  which 
created  5.2  percent  of  its  population  for 
alcohol  and  drug  abuse  during  fiscal 
1998-1999.  "Penetration  doesn't  measure 
the  intensity  of  services  delivered,"  said 
Guest,  whose  rates  were  reduced  by  25 
percent  last  October  because  his  area 
doesn't  have  methadone  clinics. 

Guest  compared  the  amount  paid  by 
the  sute,  $237,658  that  year,  to  the 
amount  billed  by  providers,  which  was 
$49 1 ,000.  Because  of  its  contnas. 
Cascade  didn't  have  to  pay  the  difference. 
If  Cascade  received  fee-for-service 


FISCAL  YEAR  1997-1998 


Heahh 

OHP 

Members 

FYCap.  %OHPMeii. 

Pbui 

loTieaanem 

CareOregon 

27.172 

2.727 

$1,821,515 

10.0% 

Cascade  Comp.  Care 

5.493 

269 

236.881 

4.9% 

COIHS 

19.218 

772 

750.880 

4.0% 

DeicKuces  Councy 

13.120 

340 

NA 

2.6% 

DClPA 

6.682 

271 

599.605 

4.1% 

1.899 

88 

I13J65 

4.6% 

FMnilyCare 

11.941 

532 

650.778 

4.5% 

Fei-For-Servke 

101,152 

4.051 

NA 

4.0% 

IHN 

10.585 

578 

597.398 

5.5% 

Kai'ier 

19.374 

720 

1J8 1.039 

3.7% 

Mid-Rogue  IPA 

4.425 

169 

213.465 

38% 

ODS  Health  PUn 

34.628 

2.343 

1.857.213 

6.8% 

OHMS 

9.365 

567 

433,254 

6.1% 

Providence  Health  Plan 

Lane  Cnty 

7.942 

505 

NA 

64% 

PMndcnce  Health  Plan 

Poctland  Axea 

25J65 

751 

1.478.080 

3.0% 

RcgcnccHMO 

84.967 

5.193 

6.293.635 

6.1% 

SdeoCarc 

8.934 

499 

658.788 

5.6% 

(ScleciCaie  Merged 

with  PtDvidenc 

e  HP  4th  Qu  1997) 

Tiuliir  Health  AIL 

1.593 

65 

140.451 

4.1% 

Total 

393.855 

20.440 

$17,226,347 

5.2% 

FISCAL  YEAR  1998-1999 

CareOregon 

35.640 

3.534 

$1,685,396 

9.9% 

Cascade  Comp.  Core 

6.005 

309 

237.658 

5.2% 

COIHS 

20.050 

902 

791.735 

4.5% 

Docfauna  County 

9.241 

344 

NA 

3.7% 

DOPA 

10.418 

619 

636.683 

5.9% 

1.530 

77 

80.568 

5.0% 

16,434 

831 

564J77 

5.1% 

Fee-For-Scrvice 

13.252 

4.960 

NA 

4.4% 

IHN 

12.142 

670 

585,097 

5.5% 

Kaiser 

21.055 

680 

1317.507 

3.2% 

Mid-RagiielPA 

4.531 

170 

219.631 

3.8% 

ODS  Health  Plan 

32.555 

2J11 

1.907.108 

7.1% 

OHMS 

9.627 

543 

479J30 

5.6% 

Prandeoce  Hhh.  Flan 

Lane  Cnty. 

12.481 

842 

210J37 

6.8% 

PonUnd  Ara 

28.189 

1.000 

1.464.187 

3.6% 

RigenceHMO 

71.749 

4.361 

5.100.021 

6.1% 

Tuality  Health  All. 

1.671 

63 

106.714 

3.8% 

Total 

406.570 

22.216 

15,4.16.449 

55% 

JULY-DECEMBER  1999 

CareOregon 

31.919 

1.996 

$1,765,146 

6.3% 

Cascade  Comp  Care 

4."  14 

182 

299.599 

3.9% 

COIHS 

15.011 

501 

822,738 

3.3% 

Deschutes  County 

6.908 

204 

NA 

3.0% 

Doc.  of  S.  Coast 

5.486 

NA 

2.0% 

DClPA 

8J65 

299 

511.046 

3.6% 

Evergreen 

803 

23 

80.588 

2.9% 

RimilyOre 

12.447 

526 

742.733 

4.2% 

Fee- For- Service 

8^.69- 

2,184 

NA 

2.6% 

IHN 

9.544 

347 

603J22 

3.6% 

16.119 

332 

1.205.391 

2.1% 

UnelPA 

9.504 

294 

NA 

31% 

Mid-Rogue  IPA 

3.837 

94 

223.415 

2.5% 

ODS  Health  Plan 

21.286 

817 

1,557363 

3.8% 

OHMS 

6.429 

246 

487.873 

3.8% 

Providence  Health  PL 

8J15 

309 

617,911 

2.6% 

Pbrtland  Area 

30.238 

786 

1.401.049 

3.6% 

RegeoceHMO 

44.223 

1.563 

3,703.973 

3.5% 

Tillamook  Conns. 

1.546 

NA 

1.8% 

Tuality  Health  All. 

1.295 

24 

83.131 

1.9% 

Total 

322.686 

10,866 

$14.105J78 

3.4% 

(This  data  v»as  ptovided  by  the  Office  of  Alcohol  and  Drug  Abuse  Progtams. 
The  number  of  health  plan  dients  conies  from  eligibility  and  enioltincnt  files 
from  the  medical  management  infotmation  system.  The  number  of  clients 
treated  comes  from  etKounter  data  and  the  Oient  Process  Monitoring  System 
known  as  CPMS.) 


Footnotes: 

COIHS  -  Central  Oregon  independent  Health  System 

DaPA>  Douglas  County  IPA 

IHN>  InieiCommunity  Health  Network 

OHMS-  Oregon  Health  Management  Services 

NA<  Not  available 

NC>  Not  calcuiaied 

NS- Not  s%niiicant 
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payments,  it  would  have  received 
S363.0OO  instead  of  S237.658.  "OMAP  is 
paying  us  far  less  than  the  amount  of 
services  we  are  providing." 

Klamath  Falls,  where  Cascade  is  based, 
also  has  a  very  strict  treatment  program. 
"No  one  escapes  drug  treatment  here,"  he 
said.  'The  courts  are  vtry  srrict.  If  you 
don't  get  treatment,  you  go  to  jail." 

Regence  HMO  Oregon  said  its  6.1 
percent  penetration  rate  is  12  times  higher 
than  its  commercial  HMO  products,  said 
Ken  Strobeck,  spokesman.  "This  would 
demonstrate  our  success  in  aggressively 
serving  our  public  sector  accounts." 

Meanwhile,  in  Linn  and  Benton 
counties,  InterCommunir\'  Health 
Network  hired  a  bcnaviorai  health  coor- 
dinator in  June  1999  to  coordinate 
services,  said  Kelly  Kaiser,  spokesperson. 
Until  then.  IHN  passed  its  chemical 
dependency  money  onto  the  counties. 
Once  an  assessment  is  done  by  a  provider, 
IHN  authorizes  treatment,  "^e're  sure 
hoping  the  number  of  people  in 
treatment  goes  up,"  she  said. 

Central  Oregon  IHS  had  a  lo\v  pene- 
tration, said  CEO  Pat  Gibford.  because 
several  counties  —  Grant,  Sherman  and 
Wheeler  —  have  no  drug  and  alcohol 
providers.  In  fact,  in  the  10  counties 
where  COIHS  has  members,  there  are  no 
inparient  mental  health  centers.  "People 
aren't  used  to  receiving  services,"  she  said. 

Recently  RMC  Research  released 
preliminary  dau  showing  access  to 
substance  abuse  treatment  increased 
considerably  since  the  advent  of  the 
Oregon  Health  Plan. 

"Some  plans  are  doing  very  well  in 
terms  of  access  and  some  plarts  could 


probably  improve,  but  on  the  whole 
there's  increased  access  because  of  the 
Oregon  Health  Plan,  said  Lisa  Dixon- 
Gray,  Oregon  Health  Plan  specialist  with 
the  OfTice  of  Alcohol  and  Drug  Abuse 
Programs. 

"Really  sharp  plans  realize  that  it's  in 
their  best  interest  to  ger  clients  into 
substance  abuse  treatment  because  that 
will  eventually  reduce  their  overall  health 
care  costs,"  said  Gwen  Grams,  manager  of 
planning,  evaluation  and  research.  ❖ 

Derfler  promises 
to  help  small  busi- 
nesses 

Sen.  Majority  Leader  Gene  Derfler,  R- 
Salem,  has  become  very  interested  in 
helping  small  businesses  find  affordable 
health  care  coverage.  He's  joined  forces  with 
the  Oregon  chapter  of  the  National 
Federation  of  Independent  Business. 

In  1996,  69  percent  of  Orion's  small 
business  owners  offined  insurance  to  their 
employees  and  families,  according  to  NFIB 
figures.  That  number  dropped  to  59  percent 
in  1999. 

Rising  premiums  and  the  small  busi- 
nessperson's  lack  of  a  voice  iias  led  to  this 
sinjation,  said  J.L  Wilson,  NFIB's  director. 
'When  premiums  go  up  40  to  50  percent 
in  the  past  three  years,  insurance  for  small 
business  people  becomes  plain  unaf- 
fordable,"  he  said.  "The  main  culprit  is 
small  businesses  have  no  negotiatit^  dout. 
They  aren't  able  to  pool  their  resources  and 
join  with  other  economies  of  scale." 

A  possible  solution  involves  removing 


some  of  the  coverage  mandates  the  legis- 
lature has  added  (O  health  insurance  re- 
lations. "Ideally,  wed  like  it  to  be  so  that 
they  would  be  recognized  as  self-insured  so 
they  wouldn't  have  to  comply  to  state 
mandates,"  Wilson  said. 

That's  exactly  where  Derfler  comes  in. 
He's  sponsoring  an  NFIB  legislative  concept 
to  allow  small  businesses  to  purchase  health 
insurance  without  the  mandates.  Derfler 
suggested  a  plan  with  a  high  deductible,  a 
per-employee  cost  limit,  with  the  employee 
frying  20  percent  of  health  care  costs. 
"We're  looking  at  what  the  costs  would  be  if 
...  ,"  he  said.  "There's  a  lot  of  what-ifs." 

One  involves  the  size  of  businesses 
eligible  for  the  plan.  Derfler  envisions  small 
employers  with  20-23  employees.  'For 
those  we  could  provide  health  care  plans 
without  bells  and  vihistles,"  he  said. 

Dertler  admitted  legislative  mandates 
have  led  to  higher  premiums.  However,  he 
stressed  mandates  aren't  without  merits. 
"Every  session  we  add  mandates  on  health 
care  ...  All  programs  they  want  to  add  are 
good,  but  a  lot  are  really  pre-paid  medical 
services  that  insurance  companies  now  have 
to  pay  for." 

Derfler  and  his  staff  are  talking  to 
insurance  companies  and  employers, 
lookjng  for  a  workable  plan.  He  expects  to 
introduce  a  bill  in  the  2001  session.  Despite 
the  potential  benefits,  Derfler  doesn't 
expect  smooth  sailing.  "I  think  youll  have 
opposition.  Some  people  will  want  to 
provide  all  the  (insurance)  services.  I'm  sure 
some  insurance  companies  won't  like  it.  But 
you're  better  off  providing  basic  services 
than  providing  no  coverage  at  all."  ❖ 

Capilaeua,  continued  jrom  page  9 

easy  target  to  hit."  But  all  that  has 
changed  since  the  late  '80s  and  early  '90s 
for  several  reasons,  Friedman  said.  "First, 
the  pace  of  medical  technology  has  been 
unprecedented  in  the  last  couple  of  years. 
It's  very  difficult  to  manage  some  of  these 
budgets  because  of  the  amount  of  new 
technology. 

"So  you  combine  this  with  a  more 
sophisticated  consumer  audience,  and  the 
idea  of  providers  coming  together  to  share 
risk  under  global  capitation  is  for  less 
attractive  dian  it  was  in  1988,"  said 
Friedman  who  predicts  insurers  will 
continue  to  put  forward  plans  that  "spread 
the  risk  around"  without  putting  specialty 
clinics  into  jeopardy  of  folding. 

"Plans  like  oun  will  step  in  and  take 
risk  that  is  less  controllable  —  new  drugs 
for  example,"  he  said.  And  we  will  do  all 
we  can  to  backstop  these  provider 
groups  to  make  sure  they  don't  get 
damaged  by  taking  too  much  risk.'  ❖ 

Linda  Roiuh 
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Trauma  issues  plague 
Salem  Hospital 

Salem  Hospiul '$  problems  are  hr  from 
over.  Before  hiring  a  trauma  surgeon,  the 
hospital  needs  to  resolve  two  primary 
issues,  said  Tom  Johnson,  assistant  admin- 
istrator of  Oregon's  Health  Division  — 
the  physician  call  panel  and  the  salary  for 
the  trauma  surgeon. 

"Things  aren't  moving  as  we  would 
like,"  he  said.  "Thete«re  still  internal 
politics  between  the  physicians  and  the 
hospital." 

In  October  1997,  the  Health  Division 
surveyed  Salem  Hospital  and  determined 
It  qualified  as  a  Level  II  trauma  center, 
despite  objections  from  the  medical  siaflf. 
"That  survey  tipped  over  the  apple  cart," 
Johnson  said.  •> 

1,000  qualify  for 
medical  marijuana 

Since  Oregon's  medical  marijuana  law 
went  into  effect  on  May  I,  1999,  there  ■ 
have  been  600  patients  and  another  400 
primary  caretakers  who  have  received 
registration  cards,  said  Dr.  Grant 
HigginscD,  deputy  administrator  and 
health  officer  with  the  Oregon  Health 
Division.  Nevertheless,  people  complain 
about  the  unwillingness  of  physicians  to 
provide  a  written  statement. 

"Our  advice  to  physicians  is  be  very 
circumspect  so  no  one  comes  down  on 
you,"  said  Dr.  Martin  Skinner,  who's  on 
the  Oregon  Medical  Association's 
executive  committee.  "There's  clearly  a 
need  for  more  research." 

The  Health  Division  has  received 
requests  ro  add  eight  more  conditions  to 
the  medical  marijuana  list  —  all  related  to 
mental  health  —  schizophrenia,  schizo- 
affective disorder,  bipolar  disorder,  aimety 


disorder  with  depression,  post-traumatic 
stress  disorder,  iiuomnia/sleep  disorder 
with  anxiety,  attention  deficit  disorder 
and  agitatioi\/arotiety  accompanying 
Alzheimer's  disease. 

Higginson  will  make  the  decision  in 
June,  calling  it  "a  personal  heanburn 
issue." 

Currently,  people  can  use  marijuana 
for  glaucoma,  cancer,  HIV-AIDS  and  for 


enough  food  to  maintain  body  weight.  •> 

OMA  endorses 
tobacco  initiative 

The  hospital  association  has  another 
supptorter  for  its  tobacco  ballot  measure, 
which  would  allocate  the  entire  settlement 
to  the  Oregon  Health  Plan. 

The  Oregon  Medical  Association  has 
endorsed  the  measure,  said  Bob 
Dernedde,  executive  director,  and  joiiu 
the  Oregon  Nurses  Association,  also  a 
supporter.  ❖ 

AMA  faces 
Nichols- Hyde  again 

When  the  American  Medical 
Association  holds  its  annual  meeting  in 
Chicago  in  mid-June,  the  Nichols-Hyde 
Bill,  awaiting  a  Senate  vote,  will  be 
brought  forward  by  the  California 
Medical  Association.  That  bill  could 
restrict  physicians'  ability  to  piescribe  pain 
medication  to  dying  patients. 

"It's  a  terrible  bill;  the  federal 
government  shouldn't  be  telling  physicians 
how  to  practice  medicine,"  said  Jim 
Kronenberg,  associate  executive  director 
of  the  Oregon  Medical  Association. 

"The  concept  of  having  federal  law 
agents  decide  what  is  good  medical 
practice,  that's  something  without 


precedent.  They  can  fay  the  doctor's 
motive  is  to  end  the  patient's  life,  not  ease 
the  pain.' 

Up  until  now,  the  AMA  has  supported 
the  legislation,  but  fiices  opposition  from 
Texas,  Washington,  California.  Oregon 
and  the  American  Academy  of  Family 
Physicians.  ❖ 

Providence  exits  8 
Medicare  markets 

Providence  appears  to  be  the  only 
health  plan  pulling  out  of  Medicate  risk 
markets  next  January.  Its  health  plan, 
known  as  Providence  Medicare  Extra,  will 
no  longer  be  offered  in  four  Oregon 
counries:  Jackson,  Josephine,  Clatsop  and 
Tillamook  and  four  counties  in  southwest 
Washington:  Pacific,  Lewis,  Cowlitz, 
Wahkiakum. 

Altogether,  7,600  out  of  62,000 
memben  will  be  impacted,  said  Marda 
Williams,  spokesperson.  Kaiser 
Permanente,  Rcgence  HMO  Or^n  and 
PacifiCare  have  no  plans  to  leave  the 
Medicare  markets. 

Lower  than  average  reimbursement 
firom  the  federal  government,  only  a  2.1 
f)ercent  increase,  is  anticipated  next  year, 
and  increasing  health  care  costs  due  to 
technology  and  pharmaceuticab  led  to 
Providence's  decision. 

The  health  plan  is  also  discontinuing 
its  commercial  HMO  produa  in  Seaside 
and  Astoria.  ❖ 

Providence  ranks  high 

Prcwdence  Health  Plans  has  beconK  the 
only  insurer  in  the  United  States  to  earn  an 
"excellent"  radi^  by  the  National 
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Senator  Reed.  Thank  you. 

Betty,  do  you  have  any  thoughts  on  that? 

Ms.  DiziK.  On  the  generic  drugs,  sometimes  they  do  not  work.  I 
was  put  on  one  and  became  very  ill  and  passed  out  in  the  office. 
Greneric  drugs  are  good  when  they  do  the  job  they  are  supposed  to 
do,  but  sometimes  they  do  not. 

Senator  Reed.  Thaiik  you. 

Max,  you  have  the  last  word  on  my  watch. 

Mr.  Ritchman.  I  agree  with  Ms.  Helms  that  the  real  answer  is 
having  a  prescription  drug  benefit  that  is  a  part  of  Medicare,  just 
like  Part  B  is  a  part  of  Medicare.  Everyone  who  wsmts  to  can  pay 
a  premium  and  participate.  That  is  the  answer. 

But  I  do  think  that  there  are  some  proposals  being  discussed 
that  are  not  really  necessarily  going  to  lead  to  price  controls  that 
are  worth  talking  about  and  maybe  worth  enacting. 

The  reimportation  issue  that  the  chairman  talked  about,  I  think 
the  pharmaceutical  industry  made  a  strong  case  about  what  was 
wrong  with  it,  but  I  think  there  aware  some  ways  to  ensure  that 
the  drugs  are  safe  and  effective. 

I  think  S.  731,  the  "Prescription  Drug  Fairness  Act" — ^you  do  not 
have  price  controls  on  prescription  drugs  because  the  Veterans  Ad- 
ministration can  negotiate  with  the  drug  companies,  and  you  do 
not  have  price  controls  on  the  pharmaceutical  industry  because 
large  HMOs  can  negotiate.  Having  a  law  that  allows  Medicare  to 
negotiate  will  not  lead  to  price  controls  if  it  is  done  appropriately. 

The  bottom  line,  I  think,  is  that  right  now,  when  seniors  in  this 
country  are  in  effect  subsidizing  the  lower  cost — ^that  is  one  way  of 
looking  at  it,  that  seniors  here  are  making  it  possible  for  lower 
prices  to  be  charged  in  other  countries — that  is  not  right,  and  that 
is  something  that  Congress  needs  to  do  something  about. 

Senator  Reed.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  and  I  thank  you  all  for  your  testi- 
mony. I  deeply  appreciate  your  coming  to  help  us  better  under- 
stand the  issues  we  face. 

Mr.  Richtman,  I  appreciate  your  final  remarks  in  particular  and 
look  forward  to  working  with  you  as  we  move  forward. 

Mr.  SRiCHTMAN.  Thank  you,  Mr.  Chairman. 

Ms.  DiziK.  Thank  you  very  much. 

Ms.  Helms.  Thank  you,  Mr.  Chairman. 

Mr.  Ortiz.  Thank  you,  Mr.  Chairman. 

The  Chairman.  The  hearing  is  adjourned. 

[Whereupon,  at  4:28  p.m.,  the  committee  was  adjourned.] 
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